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THE CHAIRMAN: Call the meeting to order. 


This morning we are to have submissions from 
the Credit Union National Association, National Aeeceter ion 
of Canadian Credit Unions and the Canadian Co-operative 
Credit Beeaety Limited. I understand that these three | 
organizations are making one submission on behalf of 
the three of them and that they are to be treated as 
one Mr. O'Connell?- | 

MR. O'CONNELL: Mr. Chairman, each body here 
has their own submission. 

THE CHAIRMAN: Separately? 

MR. O'CONNELL: Separately, but we are 
proceeding jointly since the material in each of the 
three submissions goes together very tightly. 

THE CHAIRMAN:, Well, the presentation will 
be joint? 

WR. O'CONNELL: The presentation will be 
JOoLne? | 

THE CHAIRMAN: That is what I enacre took 
I may say that in crossing the country we have had a 
very large number of submissions from the various 
provincial credit union organizations and we have alread 
a considerable amount of material on the subject and 
I think you may take it that we are thoroughly familiar 
by now with the general principles underlying the move- 
ment and for that reason it may be that there may not 
be quite as many questions left unanswered as there 
would be if this was the first submission of this 


kind. 
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MR. O'CONNELL: In so far as it is possible 
we shall try to avoid any unnecessary repetition since 
we know the material that has been presented. 

THE CHAIRMAN: Then, Mr. O'Connell, would 
you proceed? 


MR. O'CONNELL: Before proceeding, Mr. 


| 
| 
Chairman, I would like to present the people who will 
be speaking to you during the day. To my immediate | 
left is Mr. Bernie Johnson, who is the president of 
the Canadian Co-operative Credit Society Limited, 
Mr. R. J. McMaster, who is the retained counsel for 
the National Association of Canadian Credit Unions, 
Mr. Gordon Goundrey, professor of economics of the | 
| 


University of Alberta who is the economist in the 


preparation of the economic material in this brief, 


| 
Mr. Rod Glen, who is vice-president of the Credit | 
Union National Association, Mr. Robert Ingram, manager 

of the Canadian office of the Credit Union National 
Association, and Mr. D. Weinberg who is here to speak 


on behalf of the parent Credit Union National Association 

headquarters in Madison. | 
I will give you our introductory statement 

and then I will ask Mr. Glen to give you a brief outline 

of the position of the portfolio of the Credit Union 

National Association, Mr. Johnson a brief summary of 

the position of the Canadian Co-operative Credit Society | 

Limited, and I will endeavour to give you a brief 


| 
Summary of the National Association of Canadian Credit 
Unions. If that is your pleasure we shall proceed in 
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that fashion. 

COMMISSIONER LEMAN: They will come one 
after the other? 

MR. O'CONNELL: Yes. 

Three organizations brought into being 
by credit unions serve English speaking credit unions 
(and some French speaking credit unions as well). They 
are, Credit Union National Association (CUNA), National 
Association of Canadian Credit Unions (nACCU) and 
Canadian Co-operative Credit Society Limited (CCCS). 
Each performs a different although related function. 
To emphasize the difference, the submission of the 
English speaking credit unions (other than some of 
those represented by the Ontario Credit Union League) 
is being presented to this Commission in three 
separate briefs. 

CUNA is an international association with 
headquarters at Madison, Wisconsin, but maintaining a 
Canadian office and manager at Hamilton, Ontario. 

It was one of the earliest influential factors in the 
development of credit unions in Canada through its 
educational and promotional programs. 

NACCU is a national association of credit 
union leagues which was created by those leagues in 
B.C., Alberta, Saskatchewan, Manitoba, Quebec and 
Nova Scotia and P.E.I. Briefly the main object of 
NACCU is to co-ordinate the promotional, educational 
and legislative activities of provincial leagues as 


related to issues arising out of Canadian development. 
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1 
CCCS is a nationally incorporated 

; association of co-operative credit societies. The 

: largest co-operative credit societies, British Columbia, 

* SaSkatchewan, Manitoba and Ontario are members. 

’ co-operative associations of other ua engaged in 

; interprovincial business may become members and six 

. are members. CCCS is an extension of the principle 

. of provincial co-operative credit societies to the 

: national scene. 

10 | 

Annexed to this introductory statement | 

m is a schedule setting forth an organizational chart 
™ showing the relationship between credit unions in 
si Canada and these organizations and a brief statement | 
- of the objects and activities of each. | 
59 At the provincial hearings the Commission 
Showed a great deal of interest in the different types 

‘ 

e of credit union organization. To facilitate a clear 

és cut picture of the bleh ced of these Brean ieae tone 

ay on the national scene, the representatives of the English 
” speaking credit unions propose to present their national 
m Submission by three separate briefs and to make availabl 
‘6 knowledgeable officers of each of these three organizations 
a to assist the Commission. In preparing these briefs 

- we have sought to have regard not only to the general 

a terms of reference but also specifically to those areas 
x of the enquiry in which the Commissioners have expressed 
ss special interest in the course of the provincial hearings. 
th I might add for the benefit of the Commissioners 
29 


that after we went through the brief as submitted we 
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found various errors and we will submit corrections 
to the Commission secretary, and if during the course 
of the proceedings today there is any question with 
respect to any particular section of the brief which 
contains an error we shall ea ew. the correction at 
that time. 

I would like to ask Mr. Glen, then, to 


make a brief statement with respect to the material 


of the Credit Union National Association. 
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1 MR. GLEN; Mr. Chairman, I believe all members | 
2 of the Commission have the summary to the Credit Union | 
3 National Association brief which I do not propose to | 
ai read but to comment upon page by page. 

5 Page 1, of course, deals with the history of 

6 the development of the Credit Union movement in the 

7 United States and its subsequent move across the border 

8 to Canada, the activities of two rather prominent 

9 individuals who are generally regarded by Credit Union 

10 people as being the pioneers in the development in 

ii North America. | 
12 On page 2 we draw the attention of the Commissidi 
13 to the manner and dates of the organization of the : 
14 Credit Union National Association and how it began 

15 to expand its activities beyond the United States into 

16 Canada and subsequently into many other countries in 

17 the world. 

18 We draw to the attention of the Commission the | 
19 goals of the Credit Union National Association which 
20| are briefly stated in paragraph 6 on page 2 and the 
21 manner in which it carries forward these objectives. 

22 In paragraph 8 we deal with the relationship 

23 between Credit Union National Association and various 

24 other segments of the Credit Union Movement and on 
2a page 3 the service organizations which the Credit Union 
26 Movement has brought into being to provide two specific | 
27 services in the field of insurance on loans and in the | 
28 | field of bookkeeping and promotional suppltes. 
29 Under the patterns of development we point out | 
30| the fact that although the basic main movements are the | 
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Same in the United States and Canada there are some | 
divergencies in method of operation between the two | 
countries, specifically the fact that credit unions | 
in Canada have been incorporated by provincial legislation 
whereas in the United foe we have both state and 
federal legislation. 

The estimated number of credit unions in the 
United States is given in paragraph 14. In paragraph 
ee point out the inter-relations with other Be aeedes 
of the co-operative movement and how this is a much 


closer relationship in Canada than in the United States. 


We deal briefly on page 17 with the so-called chequing 


services and how there is a divergence of views in 


Canada on the use of this type of service by Credit 
Unions. 

In paragraph 19 we deal very briefly in the 
summary with the stability and history of loansin the 
Credit Union Movement. We feel that this is a remarkable 


record of stability and fiscal soundness. We attribute 


‘this to the forms of internal control which we have 


developed and the bonding service which is available 
to the affiliated credit unions, the system of reserves 
which has been devised and more recently the stabilizatio 
programmes which are now spreading across the continent. 
We comment upon the matter of federal deposit 
insurance and here give the reasons why Credit Union 
National Association having examined this situation has 
come to the conclusion that it is not necessary or 
desirable for the Credit Union Movement. 


On page 7 we set forth our position upon taxatior 
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and this, of course, is expanded in greater detail in 
the brief itself and we conclude the summary with an 
appreciation to those people with whom we have worked 
in the preparation of the brief and of the summary and 
if I may read the last paragraph, Mr. Chairman: 
"We trust our submission together with 

the other Credit Union submissions made to the 

Commission will prove helpful in its study 

and deliberations" 
and I am sure that during the course of the questioning 
anything you may wish to ascertain from us I trust we 
will be able to answer. 

MR. O'CONNELL: Mr. Johnson? 

MR. JOHNSON: Mr. Chairman and Commissioners, 
as our spokesman has already informed the Commission 
the Canadian Co-operative Credit Society Limited is 
an instrument which has been created for the purpose 
of mobilizing the funds of the English speaking credit 
unions across Canada at the national level. We feel 
that this extension into the national field is useful 
to the Credit Union Movement and we believe with the 
changes we are recommending in the legislation under 
which we operate that it will be an effective instrument 
in the hands of the Credit Union people at that level. 

Being an operating organization we have made 
several specific recommendations to the Commission. ane 
recommendations deal with the various areas in which | 
the Society is particularly interested. They all 
contained in the brief and we assume that the Commission 


has some familiarity with these suggestions, recommendatiions 
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1 and amendments. 
Y) I believe, Mr. Chairman, that this is all that 
3 I have to say at the present time except that we are 
4 prepared to answer any questions or discuss the 


5 recommendations with the Commissioners if they feel 
that this is desirable. 

MR. O'CONNELL: Mr. Chairman, I will not attempt 
to summarize our summary as contained in the brief of | 
the National Association of Canadian Credit Unions 
but I will just point out one or two things Me refresh | 
our minds. | 

On the purpose of the Credit Union Movements 
of the country I suppose you have heard very much along | 
this line already but when we come to the national level 
there are one or two things that we would like to 
reiterate again. | ¥ 

First of all is that the Credit Union Movement 
is a movement in which the control and movement comes 
comes from below. We have not got a highly centralized 
body in Canada which is able to instruct the local 
credit union as to the policies that they will follow. 
Despite that, there is a general agreement on our aims 
and even on our methods of operation but fundamentally 
each credit union in Canada is an autonomous body able 
to set its own policies with respect to all matters. 

That is why we had some difficulty in the preparation 

of the brief in so far as the information which came 
forward was all of a voluntary nature. We were not | 
able to issue any instructions except that they were | 


very carefully couched in language which was not indicating 
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that we were giving any type of bindings order. 
This, we believe, is important to keep in mind 
because the whole idea of the C7edit Union Movement 
is to get. people to work together locally, to handle 
their own finances, to work economic problems which 


beset them as a particular group and to determine their 


own financial matters as much as it is possible to within 


the structure which has been created. 


Because of this reason the i'ational Associations 


which we have at the present time such as the Credit 
Union National Association and the National Association 


of Canadian Credit Unions are bodies which are dependent 


on the support of theindividual local members as reflecte 


through their leagues. Neither body has any ability 

to direct or control the provincial body nor has the 
provincial body the ability to direct or control any 

of the local credit unions. This has been our history. 
This has been, as far as we are able to find ‘out, the 
best method of developing the credit union techniques 
and accomplishing the aims which the credit union people 


wish to accomplish and that is why throughout our 
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l 
H 
| 


Qs 


submission you will find that we cannot recommend anything 


else but that the local autonomy legislatively speaking 
as reflected in provincial legislation be maintained. 


We are very strongly of the view by the very 


nature of the organization that we have that any legislative 


matters that deal with credit unions in Canada be and 
remain at the provincial level. 
As far as those things which have to do with 


the movement of our cash are concerned we have an 
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organization which is functioning only imperfectly, 
the Canadian Co-operative Credit Society and this 
reflects in its operations some of the procedure we 
have with respect to C.U.N.A. and M.A.C.C.U. which are 
fundamental organizations rather than monetary and in 
the same way the Canadian Co-operative Credit Society 
is owned and controlled by member local credit union 
orgazniations plus the other bodies which belong to it 
and they are not able to set down any absolute directive 
as to the method in which the credit unions -who belong 
to the Canadian Co-operative Credit Society will 


dispose of their funds. 
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There is nothing binding with respect to 


the membership of the credit unions in the centrals 


in the provinces. Nor is there anything binding 


| 
With respect to the various league centrals in 
respect to Renn aac iis in the Canadian Co-operative 
Credit Society. 
So, we would like to reiterate again and 
it may be ad nauseum, I do not know, the fact that 
we are local autmomous organizations. That has 
been our history and we feel that the credit union | 
people in the country are very pleased with the method 
of legislation because of the close contact that they 
have with provincial bodies, and there would be very 
great resistance, I presume, locally to any change 
| 


Promnthes cposiLtion. 


The only formal or informal recommendation 


that we are making and, I Should say perhaps that it 

is an informal recommendation since we have not actually 
got the support of our member locals in this regard, 

and it is offered only as a guide to the Commission 

in the event it is looking at this particular feature 

of it, and that has‘ to' do: with the disposition of ssur= 
pluses in credit unions in the event of liquidation. 

We feel there may be some suspicion shat at times 

the surpluses in credit unions might be used for purpose 
Other than we state, and in the event of liquidation 
there might be people who could benefit from excess 
benefits under the distribution of these reserves. 

So, we suggest that if this is one of the areas of 


inquiry that you are interested in, two things be looked 
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at. First of all, that it would be recommended, I 
presume, to provincial bodies that a ceiling of so 


many percent -- whether it be 5 or 6 does not matter 


| 
much -- be placed on savings, and that in the event 
of liquidation of any provincial organization, whatever 
may be in the surplus would be placed in the provincial 
Stabilization fund or a like body. In other words, 
the surplus then would accrue towards the stabilization 
movement in any province to handle any other Liquidation 
or to assist any credit unions which might get into 
trouble. This recommendation is contained at page 
106 of the brief, section 241. 
THE CHAIRMAN: That is which brief? 
Mr.+ Of CONNELL 35 «Thee briefeofoNuA.Gné Urs | 
which is the. big blue one. 
I think, Mr. Chairman, that will more or 
less wind up my introductory remarks to you, and I 
think that other things which are of particular 
interest to you will be brought out aS we proceed, 
sO.thatel widi-notslabourpthis. 
THE CHAIRMAN: Thank you Mr.O'Connell. 
COMMISSIONER HARROLD: Mr. Chairman, perhaps 
we oie stant with a few questions about C.U.N.A. 
All the briefs are very similar in that 
they go into the history and goals, and some of 
the differences in the way the credit unions operate. 
All the briefs that we have here in respect to C.U.N.A. 
NAC .C..U. cand .C yosG@rSremare asimilanw, butnk UninkC SU. 
would be of eae interest to us in making a 


comparison with many of the United States credit unions. 
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In the big brief we have the history and so 
on, and the schedules refer merely to the distribution 
of credit unions by asset Size, the general membership 
and total members, and so on. There may be some other 
Similarities or differences between the credit unions 
in the United States and Canada. The Credit Union 
Act schedules you have listed in the booklet are 
Similar in a lot of respects, not necessarily different 
between the United States and Canada, because some 
of the States and some of the provinces of Canada 
have very similar credit union acts, or at least 
Similar parts of each act. 

One question I should like to ask is: in | 

the United States as far as their credit unions are 


concerned, do they have organizations of centrals there, 


and, if so, what are their functions? Are they 
Similar to those in Canada? 

MR. GLEN: Mr.Chairman, we use the same 
terminology with regard to centrals but their functions 
are quite different. I think perhaps Mr. Weinberg, 
who is from WALOOH., Wisconsin, could give an 
explanation of the operation of the United States 
centrals. I believe the Commission now understands 
the operation of the centrals in Canada ii ee ae 
organizations primarily of credit unions. This is 
not so in the United States. Perhaps Mr. Weinberg 


could elaborate upon that. 
j 
MR. WEINBERG: Actually in the United States 
the centrals function under the Credit Union Acts 


| 
| 
under which they are chartered in the same fashion 
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Terente, Ontario 
as.credit. unions. here. We have both state chartered 
and federally chartered centrals. These vary, 
particularly in terms as far as the federal unions 
are concerned. Actually they are officer credit 
unions. 

Under the Federal Act there are restrictions 
upon the loans of officers in their own credit unions, 
and these officer credit unions were established tO 
provide another source from which they could borrow 


money. The only funds that can be paid in in the 


form of shares are from the officers themselves, and 
therefore these credit unions have found their 
availability of direct funds rather limited, since 

these officers would prefer to put their money in 

their own credit unions. There effect is very, 
very limited in the States. 

As far as the State chartered state 
centrals are concerned their membership is open to 
officers of credit unions; both state and federal 
chartered credit unions, but since investment in 
Other credit unions is net an authorized investment 
for federal unions, they can only pay in or purchase 
$10 or eee in a state central. This would 
make them eligible to borrow from the ataee central. 

The state chartered credit unions and 
the officers provide the sources for the shares. 

A study was made a number of years ago, 
and we do not have any more recent information in 


this regard that I know of, as to the extension of 
loans by state chartered centrals. The statistics 
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, indicate that approximately 50 per cent of the loans 
2 were extended to credit unions and the other 50 per 
3 cent were to officers. 
| In the overall the information at that . 
5 


time indicated that loans from centrals to credit 


6 unions represented a relatively small proportion 
si 


7 of the overall borrowings of credit. unions, so centrals 
8 do not at the present time represent a very vital factor 
, in the total credit union development in the United Stat 
vi | MR. O'CONNELL: I might add to that that 

iH in Quebec with respect to the English speaking credit 

12 unions, the function of their centrals is much the 

” Same aS outlined by Mr. Weinberg. 

= COMMISSIONER GIBSON: Mr. Weinberg, did 

= I understand you to say that there were limitations 

a on the amount of shares that a credit union can put 

V7 into a central; a state chartered central? 

ae MR. WEINBERG: No, I indicated that there 

i was a limit upon the amount that a federal credit 

a union may put. into a state central. TheAnvestment 

at capabilities of a federal credit union are very clearly 
ve Gefined, in-tne tederal credit union acc. The invest- 
oe ment in other credit unions is not one of their 

es authorized forms of investment. However, by adminis- 
“ae trative rule they are allowed to purchase two shares 

maa pay in $10 in order to make them eligible for loans 
a from the centrals. 

ae | COMMISSIONER GIBSON: Are most credit unions 
= in the United States state chartered or federally 

30 


chartered? 
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MR. WEINBERG: It is about tae divided. 
There are a little over 10,000 federally a ine 
unions and approximately the same amount of state 
chartered unions. I think there is just a seer Ly 
larger number of state chartered credit unions than 
federal. 

COMMISSIONER GIBSON: Is there any limitatio 
on state chartered credit unions in respect to placing 
funds with the centrals? 

MR. WEINBERG: I would think not. However, 
al would like to refer to the digest where we have 
set forth all of the investing provisions of the 
various acts. To my knowledge I do not know of any. 

COMMISSIONER GIBSON: I am just trying to 
find out why centrals have not grown more in the 
United States. Is it because they have not had access 
to funds the same as in Canada, or what is the real 
reason? 

MR. WEINBERG: I guess they are just 


not regarded as an important factor in the total 


overall development of the credit union picture as 


they are here in Canada. They have just not taken 
hold in the same fashion. | 

COMMISSIONER GIBSON: Perhaps this is due 
to restrictions? | 

MR. WEINBERG: Yes, 50 per cent of the 
total credit union development in the United States would 
be very largely restricted in respect to the funds 
which they can place in the centrals. 


COMMISSIONER BROWN: You referred to their 
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i authority for making investments by the purchase of 
2 shares. Is there any restrictinn on their depositing 
3 Ln .centra Ls ? 
4. |. MR. WEINBERG: This would be considered 
5 an investment as well, and the same restriction would 
6 apply. There is no deposit provision actually in 


| the federal act, they have only shares. 
8 COMMISSIONER BROWN: How about the state 
9 credit unions depositing in state centrals? Can they 


10 deposit or do they just buy shares? 


11 MR ncWEINBERGs ..They,.L would-say.,..could do 
12 both. 

13 COMMISSIONER BROWN: Do they do both? 

14 MR. WEINBERG: I think they do. 

15 COMMISSIONER BROWN: In what sort of pro- 


16 portions? 

Wi MR. WEINBERG: I do not know. 

18 _ COMMISSIONER LEMAN: Mr. Weinberg, what are 
19 the general characteristics of both types of charters? 
20 Why would one be induced to get a federal instead of 

21 a. state. charter, or. vice versa? 

22 MR. WEINBERG: Well, I would say generally 
23 it would be due to two things. One, the co-operative 
24 favourability of one over the other, although generally 
25 most loans are similar. They do have certain provision 
26 which are substantially different, and in chartering 

ex a particular credit union it may be felt by the 

28 chartering people that a particular provision ina 

29 state act would be especially favourable to this group, 


30 and in that case they would seek a state charter. In 
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Terento, Ontaria 
another situation they might feel that a federal 
charter might be more advantageous for the group, and 
they would seek a federal charter. Although, the 
overall figures are almost even, but on a state by 
state basis in many cases there are substantial 


differences. In some states you might have as much 


as 90 per cent federally chartered whereas in other 
states you might have aS much as 90 per cent state 
chartered. 

COMMISSIONER LEMAN: That is it, sof 


imagine in those states where you have 90 per cent 


federally chartered unions there must be something 
about the law of the Bee that is unfavourable. You 
Say there must be something unfavourable and I am 
asking you what in general are the unfavourable or 
favourable characteristics. | | 

| MR. WEINBERG: I would say probably 
primarily in the area of unsecured limits or signature 
loan limits and loan maturities. 

COMMISSIONER LEMAN: Are there great differences 
in the amount of supervision laws? Are there differences 
in respect to the provisions regarding supervision 
from state to state? 

MR. WEINBERG: I would say there are some 
aifferences, yes, in the degree of effectiveness and 
thoroughness. of supervision and examination of credit 
| unions. Of course, as far as federals are concerned 
they would be fairly uniform, although the bureau 
set up is on : regional basis and they all operate in 


a uniform way. 
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1 
COMMISSIONER LEMAN;: Would a study of the 
2 
material we have give us a little more precise idea 
5 
of what are the factors involved in this general trend 
4. ; 
of chartering? 
5 
MR.WEINBERG: Yes. 
6 
COMMISSIONER LEMAN: You were referring 
‘| 
to the digest there. I have the briefs here, and 
: 
I have a little booklet called "62 Year Book”, and 
9 
I cannot find anything bearing on what I am asking 
10 
you about in these. 
11 
MR. WEINBERG: Yes, that was included as 
12 : 
an exhibit. 
13 
COMMISSIONER LEMANs: Will this one give us 
14 ; 
a oretty good idea? 
15 
MR. WEINBERG: Well, that will tell you what 
16 
the fee schedules are in the various states. However, 
17 
I do not think you would get any idea of whether the 
as effectiveness is greater or lesser from reading that 
19 ‘tai 
book. 
20 


COMMISSIONER HARROLD: In respect to the 
question of supervision, is there not supervision by 


the credit union centrals on the other credit unions 


MR. WEINBERG : No, none. at all. Of course, 
when an application for a loan is made, as is true 
in any case, the lending agency would look at the 
aifferent aspects of the picture before granting 
@ loan, but this would be true whether theyapplied to 


operating within the states? 
| 
the central or any other credit union for a loan. 
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COMMISSTONER HARROLD: Well, this super- 
vision by state or federal authorities is carried on 
by what department? , 

MR. WEINBERG: Well, the federal supervision 
and examination is under the Bureau of Federal Credit 
Unions, which is a bureau in the Department of Health, 
Education and Welfare, which also administers the 
social security programs and public welfare programs. 

As far as the States are concerned, we 
have a breakdown on page 51 of the digest of the 
Specific supervisory authorities in the States. if 
Think you will find that generally at the present time 
it is under the Banking Department. In some cases 
‘ it is under the Insurance Department and other departments 
but primarily it is under the Banking Department. 

COMMISSIONER HARROLD: How about your 
relationship =a banks and others? Do you carry 
lines of credit with the banks as the credit unions 
do in Canada? | 

MR. WEINBERG: Yes, they do. The larger 
credit unions have substantial lines of credit with 
their banks, and the figures I referred to before, 
when I stated that the total borrowings of credit 
unions from centrals was relatively small, also 
indicate that the borrowings from banks represent 
their vie pares source of borrowed funds. 

THE CHAIRMAN: What sort of supervision 
does ay Bureau of Credit Unions in the United States 


exercise? 
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MR .WEINBERG: ks. - indicated... their 
organizational structure consists of regional offices 
geographically located in different parts of the 
country, and they have ee Sa anes 300 examiners 
in the field who go out and examine each credit union 
approximately once each year. They take the form 
of so-called surprise examinations. 

THE CHAIRMAN: Sort of an audit? 

MR. WEINBERG: It is.sort of an audit, but 
it is not an audit, it is an examination. It is not 
quite as extensive as an audit. However, wnere their 
examination indicates that there may be problems they 
are authorized to go into greater detail. 

COMMISSIONER MacKEEN; Like in terms of an 
inspection? 

MR. WEINBERG: Yes, in terms of an inspection 


but we call it an examination. 
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Then we also come in where they see a credit union is 
in need of help, they will come in on so-called 
supervisory visits and the cost of such visits and other 
supervisory activities of the Bureau are defrayed by 
the so-called supervision fees which are paid annually 
and based upon an asset basis, and then their examinatio 
fees are defrayed on a pre-determined schedule. 

COMMISSIONER LEMAN: May I ask you a question, 
Mr. Weinberg, on another.feature. Is there much 
involvement by the credit unions with other b ARBEAve 
in the States in the way of granting loans to different 
spes/ co SMES OE 

MR. WEINBERG: Well, they could not write 
loans to co-operatives unless they were members of 


a credit union; they can only grant loans to members, 


and this might occur in a case where the field member- 


a a ene aPC ee rite ee IIE 7, Pct enn omer at Pewee bee Te et Se 


ship of a credit unions is a co-op, and in those 


cases usually the parent organization would be eligible 


for membership in the credit union, but as far as 
organizational accounts are concerned, they ‘can't borrow 
beyond their shareholdings. 

COMMISSIONER LEMAN: Not beyond their share- 
holdings? 

MR. WEINBERG: Yes, that is right. 

COMMISSIONER LEMAN: And do a lot of the 
co-operatives join the credit union system? 

MR. WEINBERG: I would say no. 

COMMISSIONER LEMAN: Do they sometimes belong 
to the central? 


MR. WEINBERG: The C.U.N.A.? | 


1.67 Me . aisha | ee eis 
; vorg ie é ay > 
> ia wae Ais “¥ Seiten ae 
“a8 omy siberd as = vend st 


aa} 


aon ware 


asl bits ay ve dota eee + ding ie 


nei aad bre ‘(atsed satmtitens 


a crane 


pubeddoe doktinatsb-9 pied # re 


anh ee L Ya 


fee 
My 


font wredd et 
voy Lisiagdd ex gerito Adie “anotny dither ert we sueneu! 


Syevettis oF ‘enadl antinens to Us sw ony ot cotede ond oy 
bs | . *q ity ee Ks | 
lah riley Hiasego-80\R8 aud 


ite sone fini 
enataw sevitare¢ 
adhe ¥ eu 
od ampol tang “ito mmo yor? sot sve» 
eiodw gago 8 mt HIH00 ‘dngte 8 
cf Bas .<ge-0s & at eaotay He 
ritwow. cottestasy To smeaq arts vitewe eee 


ns twd ,noinn Fibeis. ost ar, girls reduen vt 


ay 


J'oae’ gout - bearteonoo ons ssavonee Leno es a 
' pe 
asatbtonenads at 


-stsde sted? baoyed do 


I 


»teigi't at Sait 80 SE a 


edt 0 ¥os B ue bas, 


00 ya8 biuow T sal, 
fe 1. ae ee a ie by) a cae os 


pooled Bealdenos’ edt ott 


Nethercut & Young > 3080 = 


Ferento, Ontario 

COMMISSIONER LEMAN: Yes? 

MR. WEINBERG: No, they wouldn't be eligible; 
only credit union officers would be eligible for 
membership in the centrals. 

COMMISSIONER HARROLD: How about your practice 
in regards ‘to eee dividend rates, interest on 
deposits and shares or interest rates on loans; is it 
Similar to what we have here in Canada? 

MR. WEINBERG: Well, we have some information 
in the 1962 yearbook -- are you talking about centrals 
or credit unions generally? 

COMMISSIONER HARROLD: Credit unions generally. 

MR. WEINBERG: Well, on page 9 we have the 
summary figures, and then on pages 13, 14 and 15 we 
have a breakdown by state or province as to the most 
common dividend rates paid by credit unions. 

COMMISSIONER HARROLD: I am sorry, what is the 
page number? 

OUR. WEINBERG: Page 9 has the summary of 
figures, and pages 135, 24 and 15 show the breakdown 
by state and province as to the most common dividend 
rates. 

COMMISSIONER HARROLD: This is an appendix rather 
than part of the brief, and I wonder if you would read 
the more important aspects of it? 


MR. WEINBERG: On page 9 the summary figures 


indicate -- well, the largestnumber of credit unions 
in the United States, for instance, which would be 
26.7 pay a 4 per cent dividend, and the next largest 

| 


number, 24.2 per cent, pay a dividend of 4 to 5 per cent, 
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and 20 per cent pay a 5 per cent dividend and 12.4 


2 per cent over-all pay 5 per cent or over, and on the 
3 lesser side 13.8 per cent in the United States pay 3 
“ 


to 4 per cent dividend and 2.9 pay a 2 per cent or 
5] below dividend, so I think you will find that the largest 


number are between, actually, 4 and 5 per cent. This 


7 will over 50 per cent of all the credit unions. 

8 COMMISSIONER HARROLD: How about interest on 
9 shares on deposits in the other industries, those that 
10 


put money in shares or deposits; what interest rate 
11] ss paid? 
. MR. WEINBERG: Well, in the federals I indicated 


there are no deposits, there are only shares; they 


ig don't allow for deposits at all. 

15 COMMISSIONER HARROLD: And this total, then, 
16 refers -to- the shares? 

ff MR. WEINBERG: Yes. 

18 


COMMISSIONER HARROLD: And not to the patronage 


19 dividend? 


20 MR. WEINBERG: That would be something else, 

21 that would be paid on borrowers! interest. 

COMMISSIONER BROWN: On page 18 of the digest 

23 I notice there is a reference to dividends, and apparentl 
24 in quite a number of States there is no maximum limitation). 
2° | I am rather interested in the one in Massachusetts, where 
20 34 says, "Not to exceed 8 per cent unless guaranteed 

27! und exceeds 15 per cent of assets"; this is the maximum 
28 limitations by statute. In fact, do many credit unions 
29 through their organization or who are members of your 

30 


organization pay dividends in excess of 6 per cent? 
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MR. WEINBERG: Well, federals have a limitation 
of 6 per cent, they can't pay more than that figure 
and I might say that there are very few if any on a 
state level that pay more than 6 per cent. 

COMMISSIONER BROWN: There are some? 

MR. WEINBERG: There may be some few, but I 
wouldn'!t know; there may be some few that do pay more 
than € per cent, but I would say it would be a very, 
very vast minority. 

COMMISSIONER BROWN: A small minority! 

MR. WEINBERG: oe 

COMMISSIONER HARROLD: Have -you any figures 
on the rate of withdrawal of savings? 

MR. WEINBERG: I don't believe we have any 
direct figures as such; we do have merely the summary 
figures of growth which would be a combination of the 


withdrawals and the share payments and the net growth 


figures, would, ‘of course, be the: balance. 


MR. GLEN: I might comment that it has only 


been in comparatively recent years that C.U.N.A. has 


had a properly constituted statistical department which 
can engage in gathering together these figures, and 
that is why you will see in the tables a good many blanks 
as the years are rolled back, and I think that probably 
this is a bit of the problem we have in answering your 
questions; there haven't been the facilities to gather 
this type of information until about three or four yesrs 
ago. 

COMMISSIONER GIBSON: For some reason I don't 


a | 
have/yearbook, so this information may already be in there. 
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Have you got any figures on cash and ratios, are they 
in this report? 

MR. WEINBERG: No. 

COMMISSIONER GIBSON: Could you give us some 
idea of the sort of typical cash and liquid asset 
ratios? 

MR. WEINBERG: By and large there are no 
Statutory regulations or provisions governing cash 
and liquidity;. it is left up to the individual credit 
union to regulate and govern it within itself. We 
made a study of the various acts several years ago 
and there were only possibly two or three States that 
had some allusion to it in their acts; the others made 
no reference to it whatsoever. 

COMMISSIONER GIBSON: Is there any reference 
to it in the federal act? | 

MR. WEINBERG: No. 

COMMISSIONER BROWN: You say that reference was! 
made to it; what was that reference? 

MR. WEINBERG: I don't recall it specifically 
it, but it required a specified percentage of total 
assets to be kept in the cash account in the bank. 

| COMMISSIONER BROWN: What percentage? 

MR. WEINBERG: I don't remember the figures, 
but for some reason 5 per cent sticks in my mind. 

COMMISSIONER BROWN: Could you tell us anything 
about the practice? 

MR. WEINBERG: About the practice? Well, as 
I indicated it is left primarily to the discretion of 


each individual credit union and the board of directors 
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1 generally determines what their cash liquidity position 
2 Should be, based upon the experience of that credit 
union and their own views as to the general income 


conditions both in the country and in so far as their 


30 COMMISSIONER BROWN: Does C.U.N.A. attempt to 


5 particular membership is concerned. 

6 COMMISSIONER BROWN: Could you give us some 

7 idea? 

$ MR. WEINBERG: Well, for instance, where we 

9 have a credit union in an automobile plant in Detroit 

10 and they are in the process of contract negotiations 

11 and the possibility of astrike looms up; at this point 
12 they would have reason to believe that they might have 

13 a heavy drain upon their cash and the board of directors 
14 might anticipate this as much as a year in advance and 

15 start building up their cash. This would be something 

16 which would affect theimcowt particular field of | 
17 membership as opposed to the general economic conditions 
18] in the country. | 
19 Now, also there are certain rumblings in the 

20 United sbated, one you know, as far as their economic 

21 situation is at the present time with regard to the 

22 stock market, and so forth, and perhaps some of the 

23 credit unions might feel at this time that they should 

24 be more conservative and retain greater ready cash 

25 credit, sums of ready cash, that this is left to the 

z discretion of the board of directors of each credit 
27 union, and by and large there haven't been too many 

28 problems and it is also felt where they need cash 

29 they can go out generally and borrow on the open market. 
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give any leadership or education in this aspect of it? 
MR. WEINBERG: Well, nothing greater than 
a general education in the field; they don't attempt 
to in any way govern or attempt to regulate, but they 
educate them in the general economic principles here 
and the need for it under certain circumstances. 
COMMISSIONER BROWN: What sort of suggestions 
do they make? 
MR. WEINBERG: The same sort of thing I am 
Saving neve: .,theysshould study..a, thing .fon «liquidity 
based upon all of the factors they have at hand and to 
try and anticipate those things so that should a need 
develop they will be in a position to meet it. 
COMMISSIONER BROWN: This is pretty general. 
MR, O'CONNELL: I think there should be some 
expansion here, Dave. One of the educational techniques 
which is hised by the credit union is the holding of 
regional schools for credit union officers and the holding 
of chapter meetings and a combination of chapter meetings 
chapters being organized comprising credit unions within 
a certain locality and during the last few years -- 
and perhaps I might be corrected on this -- I understand 
that Dr. Polner was the research director of the 
Credit Union National Association, the economist, and 
he has been doing quite a lot of work in the field 
with credit union officers, particularly those who are 
officers who are actually managing; making them a little 
bit more aware of these things, the liquidity requirement 
and the necessity of relating their operation to their 


liquid position. 
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In addition to that there is the C.U.N.A. 


insurance service branch; I believe it is called 


the loss prevention programme and it is those who are 
in charge of the bonding programme, is it not? They 
are concerned about anything which increases the safety 
of the operation of the credit union and they have one 
or two or three very capable people, including at least 
one chartered accountant, who engage in similar activities 
ensogs, Ate the United States and Canada. However, I mus 
say that their activities to date are spread rather 
thinly, but there is an increasing awareness on the 
part of the management in C.U.N.A. and the executive 
committee of C.U.N.A. that the programmes which are 
required are more than the old line educational ery al 8. 
In addition to that, the Credit Union National 
Association sponsored for the first time -- this will 
be an annual affair -- the C.U.N.A. conference in 
Denver, and this is the credit union executive service 
and Mr. Glen has been very closely associated with that 
committee and perhaps he might give you an idea of their 
activities. 
Mis GLEN:” May Li: say this,” iry<- Chairman, 
that as a Canadian who has had some part in the activities 
or ClULN.A.,* which draws its aenbership largely from the 
United States, it has been my observation that in 
general the credit unions within a particular state 
tend to look much more te Enbah own state league for 
advice and guidance than look to the National Association. 
The National Association is an organization 


of States leagues as well as Canadian leagues and it 
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operates primarily in the field of education, organization, 
and national legislative problems. Because they don't have 


the types of central credit unions we have. in: Canada, 


there is no way inwnich they can have direction on 
economic trends or economic problems coming from a 
financial organization with which they have a direct 
relationship. Their. centrals.do not perform this 
function in the same way that they do for the credit 
unions in Canada which belong to the Canadian central 
credit union, 


Now, it has been my observation also that the 


credit union.activity in the. United States is ina 
constant situation of chang2 and development, and as 
Mr. O'Connell has indicated, this has brought the 

Bee et leagues to call upon the National Association 


to do jobs for them that they can't do for themselves 


effectively as yet. 
One of these is in the area of the loss 
prevention programme and it ic hoped in C.U.N.A. that 


by beginning this programme, which is one directed to 


the credit union to get the officers to examine very 
closely the affairs of their organization and to point 
out to them the areas in which defalcations or losses 
should occur, that those interested then should be 
transmitted to the state league level so that they would 
carry the programme on from that point. 

In otner words, C.U.N.A. endeavours to stimulate 
particular programmes in the league and lets the league 


carry them on, 


From that we move forward to another situation 
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i with which we have been rather closely associated, 
2 and that is the problem confronting the growing credit 


unions, the ones that are getting up to the $1 million 
or more position in assets. We find here that these 


credit unions begin to develop certain problems of 


On 


their own, which are largely of management techniques, 


and up until very recently there was no machinery, 


(oe) 


no effective machinery except on a rather spotty 


‘© 


basis in the various states leagues in the United States, 
10| so C.U.N.A. was requested to inaugurate what is known 
as the credit union executive service programme. This 
we are in the process of developing and it is an 
organization which has attached to it a professional 
society to which the career people or the staffs and 
the managers and certain managers can belong, and the 


purpose of this professional society is to act as the 


vehicle for the credit union executive services 


programme is to deal in terms of modern and efficient 


management techniques at the credit union level, and. 


such things as automation, office equipment, new techniqu 
in terms of data processing and things of this nature 

are being brought to the attention of the larger 

credit unions which are developing a need for them. 

This, I think, is about all I can tell: you on this aspect 
of it. I did that on page 1 of the yearbook with 

regard to the relationship between reserves and assets. 


29 COMMISSIONER BROWN: Page 1 of the ...? 
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| 
| 
programme. 
Now, very briefly the executive services 
P 
MR. GLEN: Of the digest. I realize I didn't 
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add to it with relationship to reserves of cash, but 
if you will notice on the top of the page it shows 
the reserves as $321 million and total assets of 
$6,300,000, and it has been my observation that the 
reserves shown here are usually liquid reserves and 
are invested in savings and loan associations or held 
in cash or in investment bonds. 

COMMISSIONER BROWN: Well, this reserve on 
page 11 in that booklet --- 

MR. GLEN: Yes, that would be it. 

COMMISSIONER BROWN: It says that this fund 
is held. for members asa reserve against uncollectable 
accounts or enforcing liquidation? 

MR. GLEN: But these are invested reserves, 
and I believe at the time they may be. 

| COMMISSIONER BROWN: What do you mean by 

"enforcing liquidation", is that liquidation of a union? 

MR. GLEN: Well, we have examples of this 


in some of the industries thav are dying, as it were. 
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THE CHAIRMAN: This is where a union winds up? 

MR. GLEN: Lnav~ 2S"PLent: 

THE CHAIRMAN: So those reserves are for a 
limited purpose? 

MR. GLEN: In this, I presume, would be the 
reserves for ewe possible loss in loans. 

THE CHAIRMAN: But are there any reserves for 
possible runs? 

MR. GLEN: You mean liquidity reserves? 

THE CHAIRMAN: Yes. 

MR. GLEN: As Mr. Weinberg has indicated, this 
is a matter that is left largely to the individual 
credit union. 

THE CHAIRMAN: But there is no mention of it. 

MR. GLEN: This is largely because in our 
statistical department iis haven't developed the raped 
for gathering that material yet. 

COMMISS IONER LEMAN: On that very first page 
which I have been looking at for five minutes now, isn't 
1% interesting to see how very active in relation to 
the gésniationssr Canada the credit nneta veerpated to 
the United States. The concentration is awe higher 
here, isn't it? 

MR. GLEN: Yes, this is true. 

COMMISSIONER LEMAN: Could you hazard a guess 
as to why that is ? | 

MR. GLEN: Well, it may be zeal on the part of 


those of us in Canada who are interested in the Movement. 


However, I think basically the situation in the United 


States -- and you will find this in this yearbook -- 
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that by far the great majority of credit unions in 


the United States are organized within industrial unions. 


different 
In Canada the picture is considerably/ I believe it is 


48 per cent of the credit unions in Canada are on more 


or less a community basis. Being on a community basis 


the field of membership is somewhat larger than it would 


be if the credit union were confined to an industry. 
Again, in certain areas Of.bne, United States... for 


instance, we have a large number of credit unions that 


operate within the railroad industry. This is an industr 


which is plagued with problems. We refer to it as a 
dying industry in terms of employment. The membership 
does not tend to expand; it tends to contract. The 
shift in the economy of the United States is more and 
more into the service types of industry, and in this 
area the Credit Union Movement has not expanded as yet. 

COMMISSIONER LEMAN: How about community types 
in the United States? Have any efforts been made? 

MR. GLEN: There are very, very few. Just why 
this expansion has not taken place there I am at a loss 
to say, Sir.: I think it is about 34 per cent of the 
total credit unions are organized on a community basis. 

COMMISSIONER LEMAN: The other feature that 
surprises me is to see how small the "elsewhere" is 


here: Does that represent the whole balance of the 


' world? 


MR. GLEN: Yes, it does. I would point out to 
that it was not until 1955 that the Credit Union began 
to turn its attention outside the North American 


continent. In some areas we have made what we consider 
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to be a rather spectacular progress. In other areas, 

of course, the very nature of the country itself in terms 
of literacy and economic conditions inhibits this type 

of development. We have done very well in the Fiji 

eten ds nine: instance, 

COMMISSIONER LEMAN: Let us talk about Europe 
itself: I understand from the history that the origins 
of the Movement in North America were inspired by 
some types of institutions in Europe that have the same 
objects -- a saving type of unit? 

NRWeGLENS © Tfhatvis correct, 

COMMISSIONER LEMAN: So, what I am wondering 
is whether perhaps there might be a question of sematics 
there. Are there not some co-operative type institutions 
operating in Europe that would be much larger than 
indicated chere? 

MR. GLEN: In Germany the Raiffeisen societies 
fill the same role. From the limited knowledge I have 
of their operation, I would say it is comparable in terms 
of participation. 

MR. O'CONNELL: These figures refer only to 
those societies affiliated with the Credit Union National 
Association. These are only C.U.N.A. figures. 

MR. GLEN: The Raiffeisen societies are not 
affiliated. | 

COMMISSIONER LEMAN: Oh, now I understand. In 
effect, this does not give us a good comparison of the 
type of savings that are accumulated in various countries 

MR. GLEN: No. The main attention of C.U.N.A. 


has been in the so-called under-developed countries. 
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1 COMMISSIONER LEMAN: I am still on page 1 where 
2 you show the figures for Canada: You are still referrin 
3) to all affiliates of O.U.N.AL? 
4 MR. GLEN: Yes. 
5 COMMISSIONER LEMAN: Or not? 
6 MR. O'CONNELL: No. 
7 _ COMMISSIONER BROWN: This includes the Caisses 


8 Populaires. 


9 MR. INGRAM: Yes, these do include all the 

10 credit unions and the Caisses Populaires in Canada 

11 for which we have reported figures. 

12 COMMISSIONER LEMAN: So, would you say the 

13 figures are comparable for the United States and 

14 Canada as representing the type of savings in co-operative 
15 types of organizations, but so far as the "elsewhere" is 
16 concerned the comparison is not there? 

17 MR. GLEN: That is right. We haven't established 


18 the relationship that would emable us to gather those 
19 figures. I could add that occasionally we do establish 
20| relationships, and in British Columbia we have established a 


21 relationship with the similar types of organizations in 


22 Holland because many of our people are arrivals from 

23 Holland since the war. We do have a contact there, but 
24 not on a statistical basis. | 

25 COMMISSIONER HARROLD: You say most of your 

26 credit unions are industrial unions: What type of loans? 
27 | Is there is any uniformity in the kinds of loans that 

28 are made to members? Are they mostly for consumer 

29 purchase goods? 


30) MR. GLEN: That is primarily the field of lending. 
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3 MR. GLEN: Within my observation I would say 
41 not to a great degree. Most of the credit unions I 

5 have looked at on this basis have been the state-charter 
6 ones. They are permitted, the ones I have seen, 

7 enter this field, but the term of the lending is very 


8 low -- five years or something like this. I am not 


9 familiar with the federally chartered situation. 
10 MR. WEINBERG: TI neh t refer you to page 23 
ii of the digest where we have a breakdown of the real 
12 estate loans in the various jurisdictions. 
13 COMMISSIONER HARROND: You would say the bulk 
i4 of the loans would be on consumer zoods? 
15 MR. WEINBERG: Yes. As a practical matter 
16 a manhbekeck although there are beeroeadbhs as such for 
i7 the federal credit unions in the extension of real estat 
18 loans, they have a practical restriction in that the 
19 maximum maturity limit is five years. So, any loans 
20 for real estate purposes are generally for home improvements 
21 rather than a 
» 22. MR. O'CONNELL: As far as we are aware, I belie 


23 the loans in the United States are mostly for short terms, 


24 both for the consumer goods and consumer.services. 
25 COMMISSIONER MACKINTOSH: Mr. Chairman, I have 
26 a few qMeetd one on the ray combate Association of Canadian 


27 Credit Unions! brief, if there are no more on C.U.N.A. 


28 In the early part of your brief concerned 
29 with structure, you give a good deal of information as 
30 
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i COMMISSIONER HARROLD: Is there any mortgage 

~ lending in the United States from the credit union? 

to growth and size of the individual credit unions. 
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Are there any problems related to size? Is there anything 
you can say as to an optimum size credit union beyond 
which you begin to encounter difficulties and below 
which you find difficulties in operating? I don't mean 
any precise figures. 

MR. O'CONNELL: Have you any special difficultiels 
in mind, Dr. Mackintosh? 

COMMISSIONER MACKINTOSH: Well, it would seem 
obvious to me a comparatively small industrial credit 
union or a comparatively small rural credit union had 
knowledge of its members to the extent that some of 
the very large unions -- I think there is a very large 
one in Montreal and a very iarge one in Vancouver -- 
knowledge must be pretty impersonal in those cases. 
This is not a club among neighbours. This is a big 
organization. Youspeak of advising a#eant unions on 
computers and data processing machines. This was nov 
manee) I think, what was thought of by some of the 
ee eat ane of this movement. 

MR. O'CONNELL: I might make several remarks 
along that line. First of all, I do not know if we 
necessarily subscribe to the opinion that because the 
ene aks union unit is small in itself that the knowledge 
concerning the membership is that perfect, although it 
more likely would be. It might be a knowledge that is 
based on whether he is a good fellow or a bad fellow-- 
whatever that may mean -- and as far as the lending 
practices of the credit union are concerned, as the 
result of that there is a possibility that things could 


be done wrongly -- the funds could be loaned out improperly, 
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i which, I suppose, is something which we are interested 
2 in. However, I won't pursue that question. 
3 The question of the larger credit union and 


4 how the knowledge among the membership will diminish 

5] with size: If the credit union was established and the 
6| membership came at the same time, then there would be 

7 avery strong argument in what you say; but the history 


8 of the credit unions has been one of very, very slow 


9 growth. 
10 COMMISSIONER MACKINTOSH: Slow growth? 
il MR. O'CONNELL: Comparatively speaking; taking 


12 tiem "one Dy one." "T have been associated with a credit 
13 union which went in membersnip from something below 

14/| 200 to something well over 3,500, and the development 

15 of that credit union was such that. even though we expanded 
16 in members by that sorte we were still re because 

17|| they came in at such a rate, to maintain a knowledge and 
contact and understanding of those people within our 
officer group; they knew who chey were. I would not 

say all the bembens of the credit union knew each other 
person to person, but there was an identification with 
the members with the credit union and there was knowledge 
on the part of those people who had their contact with 
the member as to who they were and what they did. I 

do not know how this in any way is against the earlier 
concepts of the movement because of numbers, but before 
we come into that, I think Mr. McMaster can refer to 
Vancouver. He has had some personal contact with the 
larger credit union in that centre which you mentioned, 


and he may wish to make one or two remarks along that 
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MR. MeMASTER: I think what Mr. O!7onnell 
has said is true, that a credit union just does not 
come into being. You don't say, "We will have a credit 
union", and then have a 10,000 member credit union 
or a 5,000 member credit union. It is something that 
begins normally with a relatively small group of people 
and adds to the membership, and it adds to the membershi 
people who have accepted the basis of operation of a 
eredit union, .so that you have on the one hand a group 
of people who are prepared to take part in this type 
of operation, and, on the other hand, it adds to the 
membership in a way in which the officers of the credit 


union are able to be aware of the new members coming 


in and their relationship, and to ascertain something 
about their character and their functions. 

I think another factor also is that while a 
community credit union theoretically could have as 
members everybody in the comminity, it tends to 
attract to the credit union, normally speaking, in a 
city like Vancouver, a general cross-section of working 
class people. You will have some exceptions to that, 
but you have the ordinary wage earner in this picture. 
You have a group of people who tend,therefore, to be 
more likely to have groups within the group who know 
each other than if you had a complete cross-section of 
the community where there would be no contact at all. 

So, there are ways and means of communicating 
and checking up on a person, if it is in terms of loan 


activity, that may not be as readily available to other 
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1 groups, as well as the facilities,of course,of credit 
2 rating institutions and that sort of thing. 
S MR. O'CONNELL: There is a tendency also as 
4, far as growth is concerned for people who have received 
5 a benefit of the credit union service to encourage their 
6 friends and their neighbours to join the credit unions, 
7 so that very often you will find that the pattern of 
8 growth is not based on people who are unknown in the 
9 credit union organization coming into an organization, 
10 but that it is friends of established members or neighbours 
11 of ede viastied members who come in as- the result of the 
12 social conversation of these people at gatherings of 
13 various types, and we find that when one person has 
14 received, for instance, a loan and has been successful 
15 in the completion of it, or has received an extra 
16 Special emergency service from the credit union ,that 
17 usually tends to attract people either in his occupation 
i8 or in his neighbourhood, or something along that. 
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We find that there is a constant cross- 
cut among the members when they are coming in. That 
has been my own personal experience. Perhaps Mr. 
Ingram of the Canadian office who travels the country 
may have a ace. view than I would have and if it 
would be of value to you I would ask him to make a 
few comments to see if there is any substantiation 
of that. 

MR. INGRAM: I think what Mr. O'Connell 
has said is essentially true in all parts of Canada, 
even in the larger industrial credit unions where 
sometimes the growth is very rapid in terms of assets, 
but even in these credit unions they do grow member- 
Shipwise at a relatively slow rate. 

As has been pointed out, in nearly all 
cases there is not an extremely rapid dappled en growth 
at the time the credit union is organized and for 
the most part, the officers and directors of the 
credit unions seem to have a JUesire to grow at a slower 
rate membershipwise so that they can acquaint themselves 
with the various problems as they grow up which growth 
automatically brings with it, and they are not too 
anxious to bring in thousands of members in one or 
two days! time. 

COMMISSTONER MACKINTOSH: You are suggesting 
that the very rapid growth of the credit union movement 
depends. more on the institution of more credit unions 
than the increase in the numbers of the existing 
c¥edié unions? 


MR. O'CONNELL: Well, it is a combination of 
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both with, I think, the emphasis on new organizations. 

MR. GLEN: May I emphasize the point Mr. 
McMaster made, this business of groups within groups. 
The credit union of which I have been president for 
many years iS a community organization but we have 
found, almost since our inception, that our membership 
tends to come from these groups within the group. We 
have, for instance, in our community a pulp mill and 
the members who work in that pulp mill are the ones 
who tend to attract members from that group. 

When our board considers a membership 
application in cases where the board is not acquainted 
With the member they will defer that application and 
call somebody from the pulp mill in for a talk about 
the worker who has applied and again we tend to expand 
the group dpeoole to whom we normally refer as our office 
beyond the statutory requirements. We have various 
committees et cetera and it is very, very rarely that 
we have found an application in which we cannot get 
supplementary information through someone who is 
already a ee 

MRie GOUNDREY: Mr. Chairman, to put this in 
a very simple expression, most of the members are 
recruited by members and this is what peas you this 
relationship. It is this actual recruitment. This 
also happens even in the civil service as well as 
the credit unions even down to the local parishes. 
COMMISSIONER MACKINTOSH: Why do you say 


"even the civil service"? 


MR. GOUNDREY: Well, they do not normally Be 
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1 a recruiting officer but they behave as recruiting 
2 officers when you go into the door. 
3 COMMISSIONER LEMAN: Are there any figures 

| 

4\|. which would indicate -- my question would apply to 
5 you as credit unions, either American or Canadian 
6 credit unions -- where in general when a fellow belongs to 
7 a credit union all his savings or substantially all his 
3) Savings are in the credit union? 
9 MR.fO!'CONNELL# (sl think, -MriLeman, .that»the 


10 pattern may be a little bit different in Canada than 


11 in the United States and procedure might differ again 


12 in Canada. I would say generally speaking as far 

13 as the United States is concerned that the membership 

i4 in some way which I have no knowledge of divide their 

15 savings between the credit unions and the banks. This 
16 is particularly because of the necessity of obtaining -- 
17 banks or savings and loan institutions -- particularly 
18 because of the need of obtaining chequing service from 
19 the banks and mortgage service from the savings and 

20 loan institutions so that they have to have some of 


21 their business dealings with the other established 
22 financial institutions. 

23 | In Canada that would be true in various 
24 places to a varying extent. In some ope though, 


25 it is quite possible because of the variety of credit 


26 union services, for the member of the credit union 

Zi to obtain a complete financial service from his credit 
28 union and that leads into the second part of Dr. 

29 Mackintosh's questinn with respect to size as being 


30 against probably the original concept of the founders 
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of the movement. 

COMMISSIONER MACKINTOSH: I did not really 
say it was against them. 1t seemed to me they had 
not contemplated this. If you read the earlier 
literature it is not on that basis. 

MR. O'CONNELL: The early literature, I 
think the essence of the early literature was that 
the idea of the credit union is to get people LieOscne 7 
organization to finance their needs and in the beginning 
that was done through gathering ten cent pieces and 
25 cent pieces during the 1930's to the point where 
you could finally make a loan for $10. I know the 
eredit union in Sydney in 1932, one of the big decisions 
they had to make was Bo to handle a $5 loan situation 
after they got $8 into the credit union, and that took 
a meeting that lasted 24 hours. But we have progressed 
a little beyond that point. 

The thing is that the idea always essentiall 
was that people should have tnis institution for servicing 
their eves and we feel that there 1s in Canada a 
greater relationship of the member with his credit 
union than you will find perhaps in some other place. 

That is due to the type of educational 
programs that we have. Tn some places the credit 
union members consider themselves as this being a sort 
of way of life with them. You will find it expressed 
most Simply, I would think, in the phrase that the 
credit union person always refers to himself as a member 


| 
of a credit union and as belonging to a credit union 
and not as a customer of a credit union. I have not | 

| | 
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Toronto, Ontario 
heard, in my Own experience -- which is not the biggest 
experience in the world by any means -- but I have 


always heard members of credit unions refer to themselves 


as members and therefore aS owners and controllers. 
This means, as a result. of this; that 
people have tended to look for ways and means of 
Satisfying a greater variety of services and they 
feel it is only proper for them to devote their 
activities in the financial field to ie fund 


Which will be sufficient not only perhaps to handle 


their. personal credit needs which was mostly the 
original conception, but that this has expanded in me 
places to providing themselves with chequing services 
So it will be possible for them to do all their business 
with Pete peat UNnLoOnswhich- is: their desire’. I might 
add with respect tothe credit union chequing service 
that the credit unions themselves usually do not push 
this too heavily. They provide it but they do not 
promote it in the same way they promote the savings 
program based on thrift or the loan program based on 
favourable rates of interest and things of that type. 
COMMISSIONER MACKINTOSH: I do not want to 

get into the chequing service now, ae I take it your 
view is that while the increase in size does create 
problems of organization and staffing it does not 
weaken in your opinion the fundamental attitude of 
the credit union members. 

MR. O'CONNELL: There cea some places 
where this has happened as an individual unit but as 


far as we are able to judge -- and we have fairly good 
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1 lines of communication nationally on these matters -- I 
, do not think so. 
. COMMISSIONER MACKINTOSH: There is another 
a thing which interests me in your organization and 
: structure. From what has been said and what we 
. have learned elsewhere there seems to be two aspects 
7 


to the central. In part they are credit unions for 
offices of other credit unions and that seems to be 
almost a minor matter of organization, not much more 
than the staff diningroom. And I gather in the United 
States that there is a tendency to limit them to this 
funetion. But in Canada there is another aspect 

of them and that is to say as a reserve pool and a 
eredit pool for the member credit unions and there 

is even a desire on the part of the Canadian Co-operativ 
Credit Society to be a super pool for the ‘eye ale eer 
of reserves. Now, I was never tiree clear as to the 
Thinking on which this is based. In part I understand 
that there are seasonal surpluses and deficiencies of 
funds that can be evened out by this type of pooling. 
Generally speaking, where these reserve pools are 

set up in any organization the rule tends to be that 
the larger the pool in the sense of having more members 
depende on it, the more tiquid that pool has to be, 
that the higher your liquidity should be in the super 
pool, the intermediate pools, perhaps a little less 
liquid and that enables the-locals, as I might call 
them, to maintain a lower level of liquidity apart from 
their access to the central pool. | 


That does not seem to me to be true in the 
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credit union movement. Some of the investments of the 
central and even, if important, in co-operative credit 
societies --.and I do not want to discuss that now -- 
tend,.if.anything,.to. be. less liquid, than those of 
the: docadis. To the degree that credit unions spread 
extensively into chequing accounts this could be serious. 
Lf am not suggesting that it is at present but if that 
is the direction in which the movement is going -- this 
is similar to the old United States Hane system, 
central reserve cities and reserve cities, et cetera, 
and the financial panic ran up and down those lines 
in quite a destructive fashion. Have you any comment 
to make on this tendency’to build up these pools? 
MR. O'CONNELL: Perhaps in the beginning | 
at least we will ask Mr. Johnson to comment on this. | 
MR. JOHNSON: I think, Mr. Chairman and 
Mr. Mackintosh, experience has shown at the local level 
that the reserves which have been built up by local 
credit unions have been generally adequate to take care 
of any possible losses which have been experienced -- 
COMMISSIONER MACKINTOSH: I am not really 
talking about losses, that is to say, the retention of 
assets so that you have a sufficient surplus of assets 
to meet the contingent losses. I am mere Ly talking 
about liquidity. 

) MR. JOHNSON: I was going on from there to 
say i generally speaking -- and my thinking is perhao 
coloured by the experience in Saskatchewan which I know 
more about than I do about other areas -- the tendency 


has been for credit unions generally -- I think This is 
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Tercnto, Ontario 
true all over -- to place their reserves with the 
provincial central credit unions who in turn are re- 
quired to have fairly adequate reserves for liquidity 
purposes. i<think it «is true -to say. of the credit 
union movement generally that the provincial central 
organizations have always endeavoured to maintain 
a liquidity which would take care of any possible re- 


quirements of their member credit unions. 
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Terenta, Ontario 
Going from there to the national scene. 

It is a bit difficult to assess the national 
scene because of the very limited operations of the 
Canadian Co-operative Credit Society up to the present 
time. iI can see; at least, I feel I can see, a similar 
picture unfolding in the Canadian Co-operative Credit 
Society as we have at the provincial level in that 
national organizations will always endeavour to maintain 
adequate liquidity in order to take care of the reqirements 
of withdrawal of deposits by the various centrals across 
Canada who are members of the Canadian Co-operative 
Credit Society. Perhaps a guarantee of this liquidity 
as far as possible would be in that we would endeavour 
to make short-term demand loans to our member organizations, 
and the limited experience so far within the Canadian 
Co-operative Credit Society has been that we have 
been making these demand loans over a period of six 
or seven years, and when an organization which had 
deposits with us indicated that sit was “> need of 
the funds which it had on deposit, we have never 
expérienced any difficulty in going to the borrowing 
organization and say: This other organization requires 
the funds and we would like you - pay up. This has 
happened consistently over the last six or seven 
years in which we have been in operation. — 

COMMISSIONER MACKINTOSH: That should be the 
usual experience in respect to demand loans. 

MR. JOHNSON: This is the experience we have 
had, and nis I think will reasonably guarantee the 


| 
liquidity of the Canadian Co-operative Credit Society oy 
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Terente, Ontario 
its member organizations, following the pattern all 
the way up. 

COMMISSIONER MACKINTOSH: I do not want to 
pursue this particularly in respect to the Canadian 
Co-operative Credit Society. 

There is another little point I should like 
to complete. I would just like to state that there is 
another element that affects this pattern, and I would 
like you to understand that I am not questioning the 
solvency or liquidity of the movement, I am just trying 
to see what this trend might imply for the future since 
as a movement or as a system, you niger say, you have 
gone through a period of very rapid growth. This 
influx of new funds always gives an additional liquidity, 
and you will encounter quite a different picture if 
the movement at some stage levels off so that there 
is not aS rapid an increase in the total Shares and 
deposits which you receive. In that event this whole 
question of success and pools of liquidity may be counted 
considerably more important or more immediate than it is 
at the present. 

THE CHAIRMAN: We will now adjourn for ten 
minutes. 

--- Short recess. 

THE CHAIRMAN: We will now resume. 

MR. JOHNSON: Mr. Chairman, may I make some 
further comments in regard to the question we were 
discussing a moment ago? 

Tt has been drawn to my attention by my 


colleagues that in this liquidity picture the credit 
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Terente, Ontario 
union loans generally tend tobe of a longer term 
nature than the loans made by the provincial centrals, 
and the loans that the provincial centrals make are 
generally on very short-term bases in that the credit 
unions in their fluctuations within their operations 
require loans only for short periods of time in order 
to take care of the requirements of their membership. 
This is substantially true I think in the operations 
eof .practically,-all,..the+provincial.centrals.across 
Canada. There is some information in this regard in 
the operation of the Saksatchewan Co-operative Credit 
Society where we make term loans to co-operative organ- 
izations on a fairly long-term basis from capital funds. 
However, I find I have not got this reference with me, 
but in making up our ey for the end June, 1962, 
we found that 55 per cent of our loan portfolio of 
approximately $17 million in the Saskatchewan Co-operative 
Credit Society, is due and payable within the next 18 | 
months. We see this term sho. tvening as we move up 
to the national level where we will be making very 
Short-term loans to the various central organizations 
across Canada who are members of the Canadian Co-operative 
Credit Society to take care of their seasonal requirements. 
This we believe will assist in maintaining an adequate 
liquidity in the Credit Union Movement generally. 
Thank you Mr. Chairman. 

COMMISSIONER MACKINTOSH: I have one or two 
questions in respect = what the brief has to say about 
growth. This appears in the third section. 

MR. eOLCONNELL:.4 if) J, maya, Mere Chairman, «Ll should 
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Torento, Ontario 
, like to return very briefly to this matter of liquidity 


once again. 


3 Just in closing I suppose there are various 
& reasons for maintaining liquidity. One of them being 
S the protection of the depositors against a run on the 
6| facilities of the organization. JI think that there is 
7| a slight difference on emphasis in the attitude of the 
8 depositors of credit unions toward credit unions than 
9 the attitude of depositors perhaps in other organization 
10 where they are not closely identified as members. 
il | We feel, for instance, that it is not a valid 
-- comparison to compare the development of the credit 
13 union structure in such a way that one might think 
if there is a reflection of the experience of the United 
As States during the 1929-350 period, because we do feel 
ae that there would be a natural restraint as far as our 
17 members are concerned in their attitude toward this 
18 problem because they would not want to see their own 
19 institutions. go into bankruptcy. ‘This.is a passing 
20 rerererices, 
21 As far as liquidity is concerned, in our thinking 
22 we do not look upon the liquidity of credit unions as 
23 being liquidity of the Credit Union Movement. Where 
24 we assess the strength of our liquidity is with respect 
23| to each of the three tiers of the credit union; that is, 
26 the local credit union level, the central and the 
27 G.C.0.S. or national level. We feel that it is only 
a8 proper that in assessing the credit union liquidity 
a9 position, generally speaking, that it be assessed with 
30 


relation to the functions that each of these different 
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1 tiers perform. ° 
2 COMMISSIONER MACKINTOSH: That is just what 


3 I suggested. 

“= MR. O'CONNELL: I am sorry. That is the view 

5 that we take rather than taking it as a big conglomeration 
6 of liquidity which would make it very difficult. 

7 COMMISSIONER MACKINTOSH: May I make a correction. 


8 L was not referring to the 1929 crisis, but to a much 


9 earlier experience in the American banking system, and 


10 it was no more than an illustration of the type of 


11 tiered reserve system. 
12 MR. O'CONNELL: Yes. 
13 COMMISSIONER MACKINTOSH: In the matter of 


i4| growth, is there any indication that one type of 
15 credit union community as against industrial is growing 
16 faster than another type? 


17 : MR. O'CONNELL: Mr. Ingram, have you anything 


18 you can say in that respect? 
19 MR. INGRAM: It is very difficult to assess 


20 the kinds of growth in the different kinds of credit 
21 unions. Saskatchewan, for example, which has a 

22| predominently rural kind of credit union growth has a 
23 very rapid growth there in terms of both members and 
24 assets as such. 


25 On the other hand, in industrial Ontario there 


is a very substantial growth in the movement which is 
predominently an industrial kind of development. 

We have not got any absolute figures which 
would convince us one way or the other as to the 


predominent kind of growth in respect to the different 


‘ 
be ' 


7 
sh ae 


Le 


: Ae 
+ 4" ait 


a oe 
a ey? 


' Nw Ts 
¥ h » 


a 5 PAD wise tk si to aot 


Hox & ine deh watatre eset od, a entsaeton 20 . 


Orne moderns sated npoktemA ‘onit an sonotteqxe ont ie 5a. 


a te av ead: to: ) nobventantEt 8. ‘staat ‘Steet a q 
. ty) of ea sated: evroaen beret 
i may i ++cREMNOD 19 FM i‘ ie fh be ie = 
| to. xeditain’ est nk, BeOTKINOAM: PAMOTSETMUOD \ ay if 
At ts aie OMeo tacit notdeosbnt tee event el. ones h 1s] 
paatworg a fsbataubat tentens aa  Wekrvmmoe fo knk tebend fer 
| ‘Aare noritors: cand, xetes?” for 
| Brhdiuts Voy oven \martanl ath 0 BN109,10 15M waka al ak t 
| teeeqaen duped it yse neo wow | je 
| auonan of CLeolIVarh yiev akeot sMAMDMT sit rao He : [eh 
i $ibers to sbati doers Vteb ont of ddwany to eberdol. ont | 


ee ee 


& Sec dotdw .elqmexs 10% yaswodotadase, enotas i 
| 8 aad ddwors moka ethers 20 Boba Larus vhtangtaehen } 
bree avedmenm Avod rn ames mh onterts ‘Aowoxgy, bigs: wre | 
vation Ba avers | af 

exedd, ofustcO® Isinvevsbel at brad monitor oat ot eal ie! a ; es 
et dotdw caemevom edt.nt ddwors isttnahedwe si 8 a [88 

» dcrenqoLeveb to brits apn) oct bane me 

dotdw, eeruaht esuloada was pa 4 ‘ 
8 enh 08 ond redite ald ee ai os a‘ heat i age rey 
inane Tit. ody 8 oe bia awo" 


4 hee a ee m ie 


pie # $f Hive end site ain Wine 


id ‘ 
<a ia i 


re ey: ay 


eG ER TE 
‘ pubes 


Nethercut & Young - 3112 - 


Terente, Ontario 
1 types of credit unions. 
2 THE CHAIRMAN: In respect to that growth 
3 picture perhaps you could break it down to some extent. 
4 Is that a total growth in members in the whole movement 
5 in Saskatchewan or is there also a growth in the 


OV 


membership of the individual unions? That is, are there 
7 more unions being formed which add to the total growth 


or are also the individual unions growing in size? 


9 MR. INGRAM: In the past three to four years 
10 the actual growth of new credit unions has levelled off 


11 somewhat. The growth of membership however has not. 


12 in other words, there are a great many credit unions 

now which are coming closer to their potential membership 
14 in terms of Shontrik of members. Saskatchewan has perhaps 
the highest degree of over-all potential coverage of 
membership of any of the provinces in the Dominion 

17 of Canada. 

18 THE CHAIRMAN: What do you mean by potential 

19 members? 

20 MR. INGRAM: This is the organization and 


21 development of credit unions where the possibility of 


oe membership by the residents of Saskatchewan is possible. 

23 In other words we are not looking forward to the 

24 organization of too many more credit unions in Saskatchewan 
25| as much as in comparison to other provinces. 

26 THE CHAIRMAN: But you are looking forward to 

27 further increases in the individual unions? 

28 MR. INGRAM: That eee ea in membership and 

29 assets, of course. But, many of the other provinces 

30 


are far less developed in terms of the availability of 
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erento, Ontario 

eredit,union services. 

MR. O'CONNNELL: As far as the future type 
of growth, Eriveuy be that would be related to the general 
pattern of growth in the economy... ! 

COMMISSIONER MACKINTOSH: Your impression is 
that. itis simply a change in the economy and the type 
of association that people have in the different parts 
of the country. 

| COMMISSIONER BROWN: I wonder if we could 

bring this into focus in connection with. the decrease 
in the number of credit unions in Canada in 1960. Could 
you give us any figures as to what types of credit 
unions disappeared and what types of credit unions 
took their places? 

MR. INGRM:. For the most part the actual 
acknowledged decrease in the number of credit. unions 
in Canada was primarily brought about by a concentration 
particularly in Ontario of liquidations which had been, 

been 

or should have /processed many years before. 

COMMISSIONER LEMAN: These were dormant? 


MR. INGRAM: These were dormant, inactive, 


unreporting kinds of credit unions. They simply sat 


in a dormant stage anywhere from two to five or six. 
years. They were not operative at all but for purposes 
of official reports and statistics were never cleaned 
off the books. 
| COMMISSIONER BROWN: Somebody decided to take 
this loss all in one year? 
MR. INGRAM: Well, it was only a loss in terms 


of statistics, that is right. -So the movement itself 
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Terenta, Ontario 
: as such sort of cleaned house a little bit and got rid 
2 of some of this deadwood in a statistical sense by 
3 getting themselves up to date in terms of active 
4 reporting and progressive credit unions. For the most 
5 part these were'industrial credit unions andI think 
6 as was mentioned before a substantial number of these 
7 were caused £5 the closing of plants and diversification 
8 of industries; moving a plant from one locality to 
9 another, which automatically in most cases caused 
e the credit union to dissolve or to be dissolved, unless 
il there was some other kind of community credit union to 
a2 which those same members could transfer their ae 
13 For the most part this was caused by the closing down | 
as or dislocation of industry within the movement. 
15 In @ very relatively few cases we found a Iack 
t6 of interest after a charter was granted. in afew 
V7 cases the eredit union literally never got off the ground, 
18 but these ee very few. 
ss COMMISSIONER BROWN: You have not got any 
an Statistics showing the growth of credit unions and the 
sa growth of members divided into the different types 
Ee of credit unions? 
oe MR. INGRAM: Yes;-.not..in the SOP ae Bee 
24/ but in this same yearbook at page 40 there is an 
- indication for you of the distribution of credit unions 
26 | by A Tackhaae a pbous Thissis Hance a breakdown of the 
kinds of credit union groups within the movement in 
aS both the United States and Canada. We have not got 
Ee any relevant statistics as to the total memberships 
30 


in each of these groups except on this basis here. 
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: COMMISSIONER BROWN: Nor have you figures in 


2 respect to trends? 


sas sonnet itp TCE ER ALE 


3 MR. INGRAM: No, we have not got that. 
4 MR. JOHNSON: I have some figures in respect 


S| to trends here, Mr. Chairman, that may be useful to the 


6| Commission but only for Saskatchewan. 

7 COMMISSIONER BROWN: I think we have those 

8 already. 

9 MR. JOHNSON: You have those already. 

10 COMMISSIONER MACKINTOSH: You gave a substantial 


li] list of reasons for the growth in this movement. I think 


it is fairly set out. It is evident that the credit 
union has met a need. It is also evident as it is 

in the case of most organizations that succeed in rapid 
expansion, that you were fortunate in the period when 


you started and the needs for consumer loans and personal 


loans developed very rapidly over that period and that 
you were able in the areas in which you operated to 
respond to this need. 

some 

I think perhaps there might be/implication of 
some unfair comparison. You make some point of the fact 
that the banks have gone into this field but only with 
a guarantee. Actually the development of this type 
of legislation preceded any significant development of 
the Credit Union Movement. 

Home improvement plan guarantees in Canada 
started in 1938 and they were specifically to get 
something new started. A similar plan had been in 
operation in the United States for two, three or four 


years. 


eae aan 


Lt “eno evant on aint) on m0 
Coa tend Sith Se ae 4 a Meng, P ea en ; : 
: ‘ebieenta seod? evad ueY :MORMOL GAM a " ie 
pair 6 avsR voY | HEOTMONOA RIMOTAeTMNOD 4h ae 
dated I -taemevon ret etd: cibshgueg! mets 10% enoeset Yo. vent 
|) gebene etid asd Saebive et OD \udwo) dee ehatet ab ee : m4 
‘ gt GF as SHeblve oBls ef 3st beers de tt nak | iy 


biqet of bosoous saat aoldas bras te tuow ‘Lo asso; ‘ely, nt 


= imei 
wea 


tere bof rsd ae af staat rt eo tow poy saat notensgxe je 


tenosteg bins ensor! hesuecdos Yot abeen eit bis bedaste oy | 
tants Bos befasq Seeeit yavo NIbigey exsv heqolLeyek oaot’ I 
ot betsteqo voy dotdw of esets odd tt olde eaten “oY ie 


been etdd ot Sooqest. 


pie a at 7 *; 7 
—_ ha = ———— . ~ 
ne eR Oe 


Sos 
%o Gottsolrqni\ed tlain evedd eqedteq antdd I 


tost sd? ‘to dafog enide erisn vot, .dositsqmon sts'taw emoe fas 
ddvtw yino tud blett etdt oft enog avait exoad edt tedt/} 


eqyd eit ‘to dnemqoLeveb odd yLisiteA  seetosisua 8 1% 


sbansd we kearubneds telg tnemsvorgmt smal 
gon o¢ YLinot troage’ etew: youd pas’ Ber at betrate | 

at seed Bad nelq usiioke 4 odvede: wos or . 
“uot to ssidd (ows sot 2otese a anead 


ee ee ee 


#9 


Nethercut & Young i 3116 = 


Terente, Ontario 

MR. O'CONNELL: The major exception in that 
regard might be in respect to farm improvement and 
fishermen loans. 

COMMISSIONER MACKINTOSH: Well, that was 
initiated in the same way and it was that act rather 
than the Credit Union Movement at that time that took 
the farm equipment note collector off the western 
farms. 

MR. McMASTER: I think, Mr. Mackintosh, with 
regard to the Fishermen loans it would be more true 
ee credit union had stepped in there. 

COMMISSIONER MACKINTOSH: Yes, I think you 
can argue some priority there in regard to Fishermen 


loans. 
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MR. McMASTER: I think this reports in part 
the fact that at the time of need, therefore, the 
fishermen had built up a large enough credit union 
that they would be able to meet that. At the beginning 
of the farm loan assistance the credit unions were 
largest at their beginning in Saskatchewan, for instance 
or in the prairies. 

COMMISSIONER MACKINTOSH: There were quite 
a number of organizations following the initiation 
of this which learned the effectiveness of schedules 
of systematic repayment? 

MR. McMASTERs Yess 

COMMISSIONER MACKINTOSH: It has been a 
very important thing both in the credit unions and 
in the banks and all financial institutions. 

Now, you have an argument in paragraph 62 

on the terms of the question of taxation. feiss 1 
do not consider, myself, to be a very important thing, 
but your contention that freedom from income taxation 
is not an advantage at the moment I do not find con- 
Win ours’: 

I am quite willing to accept the fact that 
a co-operative organization which has no income apart 
from its members, ought not to be taxed; I have no 
objection to that, but the fact that your members 
are associated ina mesic union for certain purposes 


Which, if they associated themselves with a private 


- corporation, would attract taxation is a factor in 


promoting that kind of association. I do not suggest 


that it is an undesirable factor, but I think you are 
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Terente, Ontaric 
1 going too far in saying that it is not a factor. It 
2 is not a factor as far as the credit union is concerned 


S because you eliminate that by defining it as a 


4. ||. co-operative, but for credit union, plus its members 
5 in the sense of the totality of its members, it is 

6 acractory 

7 Now, theigenerad rulesiIs understand: in 

8 taxation is that co-operatives are taxable on retained 
9 income, income which they do not distribute to their 
10 members but care as angweserve: I should think 

11 they might become taxable in respect of any activity 
12 which was not restricted to members, whether through 
13 a union or through a subsidiary organization. There 
14 your co-operative is departing to some extent from 
15 the strict rule; namely, that it is not a Separate 

16 organization, it has its members working together, 

17 but if they derive income from non-members, then 

18 they take on a somewhat different complexion. 

19 | All I am concerned with, and I personally 
20 have no suggestion that the taxation picture should 


1 be different from what it is now, but I think you 
a are pressing this argument a little too far, because 
23 people associated in credit unions can do certain 


24. things without attracting any additional taxation which, 


25 if they did in other ways, would attract taxation. 
26 MR. GOUNDREY: If I may speak to that. 
a7 This may be a question of interpretation. In the 
28 evidence before this Commission it implicity appeared 
29 | to be in ke sense an unfair advantage which the 


P movement has. 
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COMMISSIONER MACKINTOSH: I am not urging 
styas) such . 

MR. GOUNDREY: And our main point I think 
in this section was, in effect, to argue that this 
is not unfair in the sense that it is open or that 
bt cesenot been to other groups in the first place or, 
secondly, that in any sense it is a fundamental reason 


for growth or success of the movement. 


Now, I got the feeling that this is perhaps 


over-emphasized here, and we would like to point out, 

I think, that it would be perhaps serious if the Act 
was changed; not serious in terms of what we are doing 
as a movement or in the operations of the credit 
unions, but it would impose certain changes in the 
operations which might be made but, as a national 
organization thinking about the future of the movement , 
there iS a possibility that taxation would lead to 
dissipation of reserves. In the view of the --- 

COMMISSIONER LEMAN; The other side cannot 
hear you, I do not believe. 

MR. GOUNDREY< »oh;am sorry. There is a 
possibility, you see, that taxation would lead to the 
dissipation of reserves. We are not sure that this 
is in the interests of the membership and, in any 
event -- and this I think is in the brief and in what 
Mr. O'Connell has said earlier. -- in an organization 
such as this and one which represents a large number 
of autonomous groups who make their own decisions and 
Sometimes you worry in the case of individual credit 


unions if they are maintaining adequate reserves, but 
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anything which would lead to the dissipation of reserves 
would not really be very desirable, we think, so we 
would not like to concede this argument merely by 
default. We agree that this is not likely to make 
much difference to our operations except in this one 
regard. It may lead to the dissipation of reserves 
and in view of the nature of the organization itself 
this could be a very, very serious disability for the 
movement and without making much change in our 
competitive advantage, if you like, to call it that 
vis-a-vis profit oriented operations. 

COMMISSIONER MACKINTOSH: LowiiLi not 
press this too far, but we spent yesterday with the 
Investment Dealers'! Association and I think that they 
would repeat almost exactly what you say; that a 
corporation finds great difficulty in generating 
enough capital because of the dissipation or 
their reserves by taxation. 


MR. GOUNDREY: We are not generating capital 


as a movements; this is not the reason why we are 


concerned with it. Our reason is more in connection 
With protection and perhaps the misguided optimism 
of the autonomous units, if you want to call them that. 
COMMISSIONER MACKINTOSH: That is parallel 
to a corporate taxpayer; he is given certain allowances 
in respect of reserves. 
COMMISSIONER BROWN: Perhaps you would be 
prepared to outline just how your operations would 
change or could change to avoid the matter of taxation, 


if taxation were imposed, so that we can have it for 
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Terente, Ontario 
the record. 

MR. GOUNDREY: Well, I suppose the basic 
position is that we operate at approximately cost 
and except for the protection of the interests of 
deoositors and liquidity our reserves are minimal 
in this sense. There is little in the way of re- 
tained earnings even over a year, and if we were going 
to have this sort of thing considered as income tax, 
we would have to adjust our deposit rates and lending 
rates in such a way as tio completely eliminate any 
Spread between the two. This makes a difficult 
budgeting procedure. 

Some of the organizations are coming 
pretty close to breaking even for the year now, and 
when you start to take on spreads of less than one- 
quarter of one per cent, this becomes naive very fine 
and you could end up by not operating at cost; in 
fact, paying out more to the depositors than the funds 
are earning for the members! needs, and I think it 
would cause difficulties of one sort or another in 
terms of bookkeeping. 

This may not be significant, we would not 
know; you would not know until you tried it, but in 
the face of this uncertainty and in the face of a 
popular movement in which you are thinking of changing 
the views under which they operate, you generate 


a lot of uncertainty if regulations and acts change 


and everyone is aware of this, and this is even greater 


when you deal with a large number of small units who 


are relatively independent. 
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Terento, Ontario 
There is a good deal to, be said for the 

status quo in terms of what people have come to expect, 
because it takes a long time for changes to move down 
to the bottom. We really do not know what this would 
mean to our operations, but we are a little afraid that 
it might lead to a substantial amount of change, either 
in procedures or things of this sort, for no purpose. 

MR. JOHNSON: it is. very difficult to.discuss 
what might happen within the credit union movement 
unless we knew the type of tax which we might be subject 
to; it does make a good deal of difference. 

THE CHAIRMAN: The Commission is not thinking 
about any recommendation, it is merely inquiring; it | 
would like to understand the situation. 

MR. GOUNDREY: This will explain the point 
which I. think is at the back of your mind; while we 
maintain it is no great competitive advantage, it 
appears we do not want to see this upset. The two 
reasons are quite different. 

THE CHAIRMAN: I think you have made your 
point. 

COMMISSIONER LEMAN: I would llke to ask you 
@ couple of questions still in this growth factor. 

What do you.look to for the future? You imply in 
Some provinces you feel that geographically, at least, 
there has been practically saturation in terms of the 
present population in those provinces, et cetera, and 
then it would be units eae grow and some units 
founded, and in other provinces you put this the other 


way around, but do you look for a continuation of about 
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the rate of growth which you had in the last ten or 
fifteen years? 

MR.McMASTER: I think in the brief at page 
152 we deal to some extent with this question of the 
future. It is paragraph 327 and following. I recognize 
the fact that it is difficult to calculate and control 
the limiting factors in the development of credit 
unions on the basis of the limited statistics and that 
TU es OUlrticuie co Pro ,ecu tnacv 2nvo une rucure’ and 
much depends on the confidence of the province of 
modest means who is interested in the credit union 
and much depends upon his needs and much depends upon 
the way in which other institutions meet these things 
as to how that development may take place. 

If one of the leagues is quite optimistic 
they might get everybody in the province ne the credit 
union organization, ‘but’ i “think ‘we ‘have tobe realistic | 
and recognize that there are limiting factors, the 
exact extent of which and where you can breteds Lote, 

I am unable to say at this time. 

COMMISSIONER LEMAN: What strikes me by looking 
at the Year Book here, very roughly -- I do not carry 
alot “or statistics “in my mind ~-—-but it seems to me 
as though you already have about 15 per cent of the 
Canadian population in the movement. Now, if we 
accept the statistics as including Quebec += "these 
statistics in the Year Book GoO-n00 “ine tude this; 
whereas your own statistics are for the affiliated 
credit unions only, but if we include those you have 


already worked up to about 15 per cent of the Canadian 
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1] population, do you agree with that, whereas in the 


2 States it has been explained to us this morning that 


fe the character of the union is different in the sense 

4, ||. that they are mostly industrial types of unions and 

5 not oantanigarbétes and they seemed to have reached 

6 only 7 per cent of the population. 

7 | Now, it is hard to predict what is going 

3) to happens; I am not asking you to make a forecast on 

9 how your membership and the savings which you attract 
10 Will grow in the future years, it will depend on 

11 so.many factors: that you could not tell, but would 

1Z you have an idea of how far you think that might go? 

13 Do you see the movement having, say, 50 per cent 

14 of the population as members? 

15 MR.O'CONNELL:: ‘It is very difficult to place 
16 any exact figure on it, as you suggest Motus it liyivied 

17 Leman. There iss ohne’ thing for'certain, that the 15 per 
18 cent figure, although better than American experience, 


19 is certainly not the end of our sights as far as 
20 potential membership is concerned. 
21 There are limiting factors on the growth 


22 and the Same applies, perhaps, to any institution of 


23 any type. We know there is a limiting factor because 

24 there are a certain number of people in the country 

25 who will not joint a credit union under. any circumstances) 
26 ae just does not fit their scheme of living. We 

have to recognize that. That factor may be because of 
economic circumstances or it may be because the particula 
philosophy we espouse in the movement is something which 


is not in harmony with their own view of life. Then, as 
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ij far as projections --- 


2 COMMISSIONER LEMAN: You may have a lot of 
3 converts, though. 

oe MR. O'CONNELL: We are always endeavouring 
5 to do a little bit of work no matter where we may move 


6 along that line, but we still realize there are barriers 


7 there. 
8 In certain areas we do not feel that we 
9 have done a reasonably good job at alls; there are certai 


of our provinces which need a great deal more attention 
and it is there that we look for growth. 1T,.do,. not 
like to give the names because it may be a personal 


reflection which may not be appreciated, but still and 


all the figures still show where these places may be. 
We. expect that there the credit union growth will tend 
ta accelerate, but there are other places and other 
communities where a credit union growth, as far as 
credit union members is concerned, appears to be - 
Stagnant, but if you want something to keep your eye 
on I do not think I would have any hesitation -- and 
here I am only speaking for myself and this is not 
a,.credit union,prediction -~ T.awould say there is .room 
for at least 35 to 40 per cent of the people of the 
country to:.find that the credit union can be of service 
to them in some way; maybe not totally, but it would 
be of service for them sufficiently to be interested 
to become members and participate to the extent that 


they wish to participate. 
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MR. GOUNDREY: If I could add one point to that, 


H 

even if you got 20, 25, 30 or 55 per cent of the 

population as members this does not mean the credit 

union would be providing all of their financial services. 

Even within the movement some people -- in other words, 

we would not hold that much of the economy av ransom. 
COMMISSIONER LEMAN: Right. We are going to 

hear from the Caisse Populaire later. We already have 

their brief and it appears as though in the Province 

of Quebec among the French Canadian population they 

have already worked up to about 29 per cent average, 

and in some areas higher than that. That does not prove 

that all the savings of their members are in the credit 

union. That is why I was asking you a little earlier 

if you thought there was a pattern of the pércentage 

of members! savings which are in the movement. I suppose 

that would vary a great deal from the point of view 

of the percentage of the population that would be in 

the credit unions for a given erea. The staff here, I 

think through contact with your organization, have given 

us a bit of a tabulation based on incomplete statistics; 

they are only very broad approximations, showing there 

is a small percentage of the total share distribution 

where there are accounts of $5,000 and over; and that 

is a small percentage of it. But you were trying to 

be a realist, which is a good thing, but if you were 

an optimist what would you say in your view of the 

concept of marshalling the savings of the péople through 

credit unions as being a good concept? If you believe 


in it there is no reason to be certain that a lot of 
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i other people won't get to believe in it too as the 

2 years go by. eee let us talk theory for a minute. 

3 If it is the ideal way of marshalling the savings of 

4 the people, why wouldn't it be an ideal way of 

§ marshalling all the savings of all the people -- or 

6 ae it? 

7 MR. O'CONNELL: First of all, I doubt whether 
8 there is any ideal manner of doing anything:so that 

9 the totality of the nation is covered, but as far 


10 as marshalling all of the savings of the country through 


11 credit unions is concerned I do not think that is either 
12 possible and perhaps it may not even be desirable, 

13 because there are many other financial operations in 

14 the country which lie outside of the scope of the | 
15 credit union activity. Personal reasons, perhaps | 
16 maybe. You could have the residual of personal saving 

17 in the credit operation and give good service to them, 


18 but the credit unions handle all personal relationships. 


19 Even there there are the birriers which we mentioned 


21 of membership in some places are difficult. The credit 
gD) union idea does not appeal to them, which I already 


23 mentioned. Also there is the problem associated with 


| 
20 before: People do not want to come in; the ee 
Savings itself,and the difficulty of attracting savings -- 
this is slightly out of context -- into the credit 

union organization, and there is the difficulty that 


any savings institution has in getting that money in. 


I don't think we can think of ourselves, even most- 


the people totally. That is almost even against my 


optimistically, as being an institution which can serve 
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own philosophy of independence. I don't like to see 
that-nany thinking in that way. 


COMMISSIONER LEMAN: You would not necessarily 


| have to destroy the concept of the autonomy in locals. 


MR. O'CONNELL: No, I was not thinking of 
that. Iwas thinking of all our people in the country 
doing one activity in the same way, co-operative as 
Teams 

COMMISSIONER LEMAN: But you can become an 
intermediary. In other words, among the shareholders 
on the books of corporations they would find credit 
unions -- sort of an intermediary. 

BR OP CONNELL: Oh, no. 

COMMISSIONER LEMAN: You see, Dr. Mackintosh 


was looking at the other possibility that there would 


be at some time, for reasons that cannot be foreseen 
now, a withdrawal from the movement that would be 
either sade or gradual. Iam looking at the other 
possible picture. Suppose thav people do rush to you 
with their savings: You can't stop them, can. you? 
You would not do anything to try to stop them? 
MR. O'CONNELL: I doni!t think we would, but 
I could not picture your most optimistic projection 
any more than I can allow the idea of Dr. Mackintosh's 
most pessimistic projection to enter into my thinking. 
COMMISS TONER LEMAN : Well, I don't want to 
belabour the point. I eibacake if you had an idea. 
You say you don't think it would be desirable to marshal 
a very, very high percentage of the total savings 


of the people. You have no idea where the area of 
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1 desirability stops, do you -- the level of it? 
2 MR. O'CONNELL: No hard and fast line where 
3 that would stop. It might change as time went on. 
4 COMMISSIONER BROWN: I have been jotting down 
some figures and I would like your comments on them. 
The personal savings accounts in the chartered banks 
are roughly 7 billion 600 million; and the Quebec 
banks, roughly 300 million; trust and loan companies, 
roughly 600 million; credit unions, using round figures, 
1 billion 4. This comes to just under 10 billion. 
ne ite have 1 billion 4 out of 10 billion, that is 
running just about in line with your percentage of the 
population, isn't? 

MR. O'CONNELL: Yes. 

COMMISSIONER BROWN: In other words, it would 
indicate that you are getting a share based on membership? 

MR. GOUNDREY: Would you like to pose that 
question again. That is a very wide curve. 

COMMISSIONER BROWN: we were Calin about 
your position in the savings of the community. 

M. GOUNDREY: In the individual personal 
savings? 

COMMISSIONER BROWN: That is right; because 


that is the field in which you are, isn't it? 


MR. GOUNDREY: Yes, but this may not be the 
large part of the savings. There may be lots of 


savings within the community which are not ineluded in 


GoLe. 
COMMISSIONER BROWN: Can you suggest any other 


large source of dollar personal savings? 
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MR GOUNDREY: I didn't get your figures. 
COMMISSIONER BROWN: Dollar savings, not invest- 
ment savings. I am thinking of withdrawal personal 
savings. 

MR, GOUNDREY: One of the problems here which 
we face is that our percentage probably of total savings 
has been increasing. We started with a pretty small 
base, but it has been increasing quite sharply over 
this period. I am not sure that you can just make 
this a one to one relationship with membership because 
the group of people who deal with credit unions have 
become substantial savers for perhaps the first time 
in many, many years. We noticed this in other ways 
as well. Lots of people during the war became bondholder 
andi never, held a -bond, before.,.in, their dives, :dim ‘the 
prosperity during the postwar period a large number 
of people of modest means -- workers and the rest -- have 
become savers and significant savers for the first time. 
That very group who have become savers in a significant 
way for the first time are the very group: we appeal 
to. 

COMMISSIONER BROWN: It has been dréwn to my 
attention I omitted one large pool and that was Canada 
savings bonds; that is another pool of withdrawal 
personal savings. 

MR. GOUNDREY: Yes, this is a pretty substantial 
pool. | 
COMMISSIONER BROWN: It is roughly four billion. 
MR. GOUNDREY: Well, it is about 40 per cent 


of what you were quoting to us. 
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1| MR, O'CONNELL: Then there is the pool of | 
2 personal savings associated with pension plans and thing 


3 of that type. 
4 COMMISSIONER BROWN: I was not putting those 
5 inte same category because they are not withdrawable 
6]| on the same basis. 
7 MR. GOUNDREY: This is true, but the total 
S) savings in the economy have also changed their nature 
2 in this period. We have had the development of pension 
10 plans and insurance to the extent that we have in 
Canada very substantial insurers. 

COMMISSIONER BROWN: You have been trying to 
bring out the point that the credit union movement 


as such has become quite an element in numbers of 


individuals and in volume compared with the total, 


and I just wanted to get your comments. 

MR. O'CONNELL: There may have taken place a 
shifting in the saving habits of the Canadian community 
so that where formerly the personal withdrawable 
savings figures may have been high, the existence of 
other institutions and increased pension plans and things 
of that type may have -- I don't know that I-am knowledgeable 
on this question -- may have shifted because of substitution 
of savings which formerly went into these other types 
of savings which we have in the system. So, although the 
credit union now is obtaining a greater share of the 
deposit withdrawable savings, still in all there might 
be an error in interpreting it if it is interpreted 
on the basis ba older established habits going back 


over a number of years. 
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COMMISSIONER BROWN: I gather you have not 
made any studies on this to see whether you have gained 
on your position relative to the full picture? 

MR. McMASTER: In volume 2 of the brief, which 
has the schedules, I. think there is in schedule 3 on 
page 5 a chart showing the relative growth in personal 
savings of the chartered banks, the credit unions and 
trust companies, which gives some picture of that, 

Mr. Brown. 

THE CHAIRMAN: What page is that? 

MR. McMASTER: Page 5 of schedule 3. You need 
to turn to "Schedule 3" in the top corner and you will 
find "page 5" beneath it. The figures in support of 
that chart follow on the following page, page 6. 

COMMISSIONER LEMAN: I am looking also at page 2 
of , that. schedule. 

MR. McMASTER: Well, the submission we make 
actually, Mr. Leman, is that the chart on page 2 gives 
a peculiar comparison. It is valid in one respect, but, 
as we say in the brief, it is invalid in this respect, 
that what you are comparing is like the growth of a baby 
with the growth of a grown boy. In the earlier stages 
you get a very rapid period of growth, and when you see 
it in its proper perspective we submit it is shown 
properly in its perspective on page 5 of that schedule 
rather than on page 2. 

COMMISSIONER GIBSON: Well, the chart on page 5 - 
I understand that would show the rate of growth and 
Still maintain the comparable sizes. 


MR, GOUNDREY: Mr. Gibson, this would not be 
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quite true because there is a difference in the ratio 
of credit union savings in 1951 with banks in 1951. 


In other words, 1951-54 is a period when the rate of 


growths may have been quite different. So, when we 

take the figures back a little further to get a little 
more perspective, even ratio charts will not necessarily 
show this rapid increase. In other words, 1954 is not 

@ good year to begin a ratio chart. 

COMMISSIONER GIBSON: But the ratio chart 
does show comparable rates of growth. 

MR. GOUNDREY: Yes, but this is not a question 
of the ratio chart as opposed to an ordinary arithmetic 
scale. 

MR. LEMAN: Are you suggesting Financial 
Post was trying to aoe something you don't quite 
Ssubseribe to? 

MR. GOUNDREY: I think the actual Beaeenent 
that Mr. McMaster made was that there was nothing wrong 
with the figures. If you start in 1954, this is fine, 
but in all of these cases there is a question of 
selecting your beginning year. 

COMMISSIONER LEMAN: You are just pointing 
out that charts can be dangerous things to play with. 

MR. GOUNDREY: We didn't push this back 
any further than 1951. 

COMMISSIONER GIBSON: I was saying if you 
just put the dollar figures on a ratio scale you would 
show proper comparative rates of growth and you would 
Still have the right figures on there so you didn't 


get this odd impression. 


ae 


ptm ie te i hg ty ce i l= at tn <i i A A A AE OO, LIME nt 


Meee a rm 7 


‘ pati *) = ity OK : 


Bi 
vat 


# 


eT a) 


’ 


ig 
Pai ay nee 
F rionveoup a doh! ar eum tad 
he 


abs onitdtts vuasinbte tie io pane ; 


atte daob worn aivtdd ono’ ov i ; i 
deameadas a, teuvton, ‘ark Satay + 
ohio: ant ttre abr aed te shit ei sham Hi 

VeUlt et anee NOE ‘nk seedy tay’ me: aga adi oh 


6 doaveww & ah, oxo wesee bopitalh fits’ ae i, 


satin log Sr 88) BOY aa ion aad se Pe . 


Hike eakqos eyo Buoweatiab oat wea" asamp ads 300 , 
Hoge white saivg, sito ow Sunnie ih A, ' ales ‘i ae 5 | 


voy, tt antes BW er ioe 


A AA tt nt 


ile PY 


| Blvow wou slsoa dite 2 a0 aeny 
; bi vow uo. Bus sewer ‘Xe seis 


28 


Xethercut & Young ~ °F134 - 


Teronte, Ontario 
MR. GOUNDREY: That is right. In other words, 

you can use the ratio scale instead of eee index, 
which is the type of ratio scale we used on page 3. 
It is just the selection of 1954. Had you selected 
1959 and plotted rates of growth of trust companies 
against credit unions, the trust companies would have 
been growing at a furious rate. It is a question of 
where you start. 

COMMISSIONER BROWN: In all these sae 
they leave out the Canada Savings bonds? 

MR. GOUNDREY: Yes -- well --- 

COMMISSIONER LEMAN: I think this point is 
important: God forbid we have a Royal Commission 
on Banking and Finance every two years, and we have 
to take a fairly long-term view, and in asking you 
how far the movement can go, how far is it desirable 
Tor it to go, I have in mind that it could become a 
Special factor some day, that the job it would have 
to do towards not only marshailing the savings of the 
people dnd attracting ey alien but the making 
use of those funds might have to be changed because 
you work within an economy that needs funds for various 
purposes -- not only consumer loans. There has to 


be a development of capital assets in the country etc. 


. So, in trying to figure out how far it is desirable 


to have it grow in the form of credit union savings, 
I am wondering at what point you believe it may begin 
to affect the resources available for other purposes 
that you are not equipped to handle? 


MR. O'CONNELL: In other words, the difficulty 
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being, or the thought in your mind being, that if we 
grow to a certain pee point that our growth might 
be detrimental to the economy generally speaking? 

COMMISSIONER LEMAN: Yes, unless the character 
and the function of the credit unions should change. 
It would have to change then. 

MR. O'CONNELL: Which would mean, to answer 
that properly, I would have to have a little bit more 
knowledge, myself, of how far the credit union operation -- 
we will say it is fundamentally short-term loaning for 
consumption purposes -- how far that type of activity 
in the economy results in a proper allocation: of 
resources of the economy. In so far as that would go, 
that part of our operations we could expand theoretically 
up to that point without hurting the economy in any 
way. 

COMMISSIONER LEMAN: You would only hurt the 
finance companies. 

MR. O'CONNELL: We weuld only hurt certain | 
companies, yes, but not the economy generally speaking. 
Going beyond that point we would have to have. some 
measure of how the economy does work efficiently -- 
how are resources allocated efficiently. I am certain 
I cannot answer that question. Maybe Professor Goundrey 
would like to take a little push at it to ane what his 
thinking is. | 

COMMISSIONER LEMAN: it is an ideal type of 
question for an economist. 

MR. O'CONNELL: Yes. You are establishing 


the efficiency of the pricing system, I presume? 
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COMMISSIONER LEMAN: Yes, allocation of 
resources. 

MR. O'CONNELL: Through the perfectly 
functioning price system or through the imperfectly 
functioning price system? These have two sets of 
conditions. 

COMMISSIONER LEMAN: Well, you might give 
me a forecast as to how perfectly the price system 
may develop in Canada. 

MR. GOUNDREY: This would be easier after 
We See your report. 

MR. GLEN: If I might offer a little diversipn 
ane the economist is gathering his wits, from the 
point of view of a person who is an elected officer 
of the credit union movement, when you ask me how 
far I think the movement may go I would cata again 
to your attention that we are dealing with a large 
number of autonomous organizations that are operated 
by people elected by the memvership. It has been 
my experience that the growth of the individual credit 
union depends almost directly on the extent to which 


these elected officers of these credit unions want 


them to grow. In my own area we have had credit 
unions whose officers are quite content -- they are 
busy -- to leave the operation right where it is. A 


Small growth is all right or no growth at all, and in 
Some cases there has been a decline in growth. In 
other words, you will find a group of officers who 


feel the organization should be expanded until it has 


its full quota of membership. This is a very doubtful 
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thine. It is a pattern I have never been able to 


determine. 


Again it has: been my experience that 


encouraging savings on the part of members -- and I 


am dealing with working class people who have had 


very little previous history of savings -- that it 
is almost a matter of psychology. I can give you 
what we consider to be the magic figure. THye.5-1$,8Q0 . 


To get a member of a credit union with no previous 
history of conscious savings to save up his first 

$100 is an extremely difficult sort of thing, and 

you have to hammer at him all the time. You are 
continually saying: "How about another $1 worth of 
Shares?" et cetera. ni aes examined this to satisfy 
myself on the matter. When he may have reached that 


$100 the member has become conscious that he has at 


last created some savings for himself and he will 
add without any further prodding on the part of the 
oLticees «of the scredi-h union. So when it comes to 
this business of how far we go this depends again 
upon the officers, the members, who are elected to 
oun. che »trairs..of «the credit union .and this is <the 
only valid answer I can give. 
MR we OUNDREY ee alin Eecan aeons to your 
earlier point for a moment -- 
COMMISSIONER LEMAN: First of all, you admit 
it..is.an important point from the point of view of 
the Commission? 
MR. GOUNDREY: I think it is a fundamental | 


point. In the brief the Association has spent some 
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time discussing this problem and actually worrying about 


2 45h I think we have to go back to the original concept 
3 in order to understand how the credit union allocates 

4 resources. Because it is autonomous we begin with 

5 che idea that the individual savings will be available 
6 to meet individual needs. Now, there is a movement 

7| where but there is also a market. You find that as 

8 credit unions develop they change the nature of their 

9 loans. Perhaps even the nature of the savings change 
10 as we have just had demonstrated. People's habits 

il change and the rest but the fact remains that at 

12 whatever rate the local credit union grows the extent 

13 to which individuals are prepared to borrow money is 

£4 related to their particular needs or to their particular 
15|| wants which is, of course, more correct. 

16 In the case of the credit union the needs 

17 and wants tend to be very closely related. Generally 
18 speaking the price system exists for only one purpose 

19 and that is to allocate the resources according to 


21 have control of their savings or to use them to look 
22 after their wants, they are avana wae -- one of the thin 
23|| which the price system normally performs. But the 

24 price system ative ye sits there and if at any time the 


25|| wants of these people are not sufficient, they are 


26 not prepared to pay a sufficient amount to satisfy 

27 their wants, you will end up with more of the wants in 
28 the non-credit union sector, more of the wants of non- 
29 naduvart having sufficient priority and the relative 


20 people's wants. To the extent then that these people . 
| 
| 


price will make members think twice about the extent 
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In looking after their fellow-members' needs 
they are prepared to take a personal reduction in the 
rates of return. There should be a split here because 
it is a question of looking after needs as well as wants 
but within the credit union movement this will only 
go so far,-and. this is why I. think, going back: to’an 
earlier point, that as people become wealthier, as they 
accumulate savings, as the needs they are satisfied with 
in the credit union movement become less and less urgent, 
some of the strength of the credit union movement dis- 
appears and some of those on the margin start to go into 
the outside type of savings. I would fully expect, 
for many individuals, as their savings accumulate and 
as the level of well-being of the members of the union 
increase that at the margin funds will start to flow 


out into other activities if they are prepared to pay 


a large enough additional premium for the money to 
compensate for the difference setween our needs-wants 
relationship and just the wants relationship. So I think 
there iS an automatic damper on the rate of growth. 

One of the criticisms which is frequently 
levelled against the price system, the criticism which 
gives rise to the sort of policy decision which we 


trust you people are going to make, is that the price 


tioning it looks after wants through sale. It pays 
no attention to needs. Ttdistermeial that’ this be 
understood. The price system has nothing to do with 


System does look after wants and if it is really func- 
needs except to the extent that needs are reflected as | 
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wants and within the credit union movement you try to 
bring that spread between needs and wants closer togethe 
and you look after needs as far as possible. Needs 
and wants are limited and if you are sufficiently well 
off they are very close together but for many people 
Who are in the credit union movement there is a big 
difference between a want which they can actually make 
active in the market and their needs, and as the credit 
union movement satisfies needs and reaches the stage 
at which individual members' wants and needs are 
identical, then the credit union movement will bump 
into the damper of the price system. If this does not 
happen before you have built a sufficient economy then 
this means that the price system in catering to wants 
instead of needs has not been very suitable and has 
not been a good way of allocating Hee ECA 

COMMISSIONER LEMAN: Then, despite the 
fact that the number of members in the credit union 
movement may well increase a ~00d deal from what it 
is today, it will at’ some point stop, or practically 
stop, all the decisions of the majority of those 
members? 

MR. GOUNDREY: Yes, this is an argument 
by analogy, of course, because individuals. are in the 
same position. That is, we as individuals make 
charitable contributions to help and look after someone! 
needs who does not have the ability to have the market 
look after his needs. We do this all the time. Our 
ability to do this depends upon how well off we are 


but there is a limit to this. We do it individually 
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and in doing so we individuals allow the price system 
to operate completely. The credit union movement, 
however, because of this cohesion between people who 
look to each other, try to look after each other's 
needs it is different beeatee you know when a person's 
real need has been satisfied, you know it because you 
know him and in these circumstances you, as an 
individual, will not take a reduction in your rate of 
return on your savings to cater to needs which you 
know very well do not exist. They are satisfied, 
they are looked after. 

COMMISSIONER LEMAN: Of course we have 
been told in some of the provinces -- I do not know if 
we have asked this question in other provinces -= 
but we have been told that a very, very large group 
of members are Share owners and never borrow from 
their unions and they may have, we will say, $100 or 


$200 in the credit union and they have it there 


apparently from this sense of co-operation and helping 

their neighbour et cetera. Would you say there is 

a definite limit to how much a person who does not 

feel he wants to borrow but just keep that $100 or 

$200 as a sort of insurance -- would you say approximatel 

What proportion of your members might be in that category)? 
MR. GOUNDREY: Well, this is another and 

very important feature of the credit union movement, 

that the deposits and shares of the individual member 


do not represent the value of the credit union to the 


man. The fact that he is known, the fact that particularly 


in the autonomous credit union -- we are not talking abou 
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centrals at the moment >- in. the autonomous credit union 
personal ee of the borrower is a very ‘important 
part. of. the. collateral on your loan. In these circum- 
stances the knowledge itself is a substitute for assets. 
So that membership in the credit union is a substitute 
for having ae assets. In the small integrated 
credit union the member has substitution for assets 
through membership without having to make deposits. 
If I have $100 deposited in the La et AO and I 
am well known and well liked -- and it is a good chance 
these are people you usually associate with daily 
and weekly -- I will borrow $500 in the event of any 
emergency if I have the need. 


In other types of institution where perhaps 


the decision making units are not closely associated 


with the people who make the loans you have to have 
something else for collateral. So you actually reduce 
the amount sometimes which has to be maintained as 
shares. There is a real gain to the member of the 
union 

credit/in terms of what he can do with his money. 
He does not Rave to immobilize his funds. I think 
Chis <is8.a point we have made in our brief. Many people 
in the producer group work on a cash inflow-cash outflow 
basis. 

In my own youth in the west on the farm 
this. was exactly the position. if .you had a crop. you 
got a bit of caSh in and you saved a bit of that money. 


You.had to. There was always the possibility of tonsil 


having to be removed or school books or a car breaking 


down, if .you.hadea.car, et.cetera. This meant that the 
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1) producer out of his cash inflow could not reinvest 
2 himself without going through some of those funds. 
3 Consider, for example, a farmer who has $100. If 


4 he needs to he can take it and pay that $100 for fencing 
5 his property. He goes out and buys $100 worth of 

6 fence posts and puts in another $200 in labour. He 

7 actually invests $300 in terms of Kis labour and 

8 the wire and fence posts he bought but that shows 

9 up as only $100 worth of fence posts and wire 


10 from the local fencing agent. This he could not 


il have done if his wife was sick or his children needed 
i2 something. So his membership itself changes the 

13 flow of reserve both through savings and the market 
14 and changes the real value of the ne secerte as 


15 opposed to the market value. I think if you forget 


16 this in looking at the operations of the ereahe union 
17 you miss much of its very essential nature. 

18 COMMISSIONER LEMAN: I am just looking at 
19 this list of accounts and I can see 65,000 people who 
20| have over $1,000 in the share account. Now, where 


21)| do you think it flattens out and levels off? 
~« MR. GOUNDREY: This, I think, is a matter 
23 I would not hazard a guess at. I do not know how 
24|| knowledgeable you would have to be about individuals 
25| and individual credit unions before you could do this. 
26| There are certain individuals who have got very large 
: 27 deposits with credit unions. I am speaking about 
28 people of not modest means but of very, very substantial 
29 holdings in penar institutions and bonds, shares and 


perhaps owners of large institutions who have kept | 
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Substantial deposits in credit unions because they feel 


that the fund should be used for the needs of the people 


in that community. 

This immobilizes funds if they do this. as 
cannot hazard a guess aS to the motives of the people 
who do this thing nor do I know enough about the 
individual members of credit unions to talk about 
whecres it would be 100, 200, 500 or the rest. 

MR. O'CONNELL: There is a certain stickiness 
in the credit union deposits which you may not find 
in other. institutions to the same degree although the 
banks in some places would. So that perhaps the 
average saving may be very high, let us say over $1,000 
as being very high for a credit union. That $1,000 
very often is actually small sévings because of this 
Saving which has been accumulated over a long time by 
regular savings. From the random selections I think 
we have one as a demonstration here that would indicate 
that. Some of the instances which we have among 
ourselves in our own conversations which are not readily| 
convertible into statistics indicate that as well 
and the member of the credit union has accumulated 
that on the overall over a long period of time in 
very, very small amounts and is not likely to remove 
it from the credit union. That is not exactly what 
you are asking. 

E think in so far as the tendency to increase 
the deposits is concerned, there is the factor working 
of habit and of the paesonal relationship which some- 


times developS between the saver and his own institutio 
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1 and, secondly, by these repeated deposits there is one 
2 other factor that comes into account, that every credit 
5 union that is operating decently at all not only works 
& with the member in so far as obtaining savings from 
D him and providing loans is concerned, but they work 
6 With him gently to point out what the predad sae: adding 
rf and to give him a little bit more explanation each time 
8 of what the operation is about. 
9 | We speak sometimes of our savings as being 
10 educative arto because you are saving with the full 
11 knowledge of what your saving is accomplishing both 
for yourself and the contribution that it makes towards 
the well-being of the other members of the credit union. 
So when you are analyzing the credit union saving 
picture in certain areas at least I would think that 
it would be non-responsive to the market mechanism 
‘particularly as it is seen through interest variations. 
In many instances it is not responsive at all, I am sure. 
THE CHAIRMAN: Well, ait is a large amount, 
between $1,000 and $5,000 -- relatively large. I suppos 
most of those would be the result of an accumulation 
of savings over some years. I got the impression from 
you that certain people who put a large amount of 
money in in a lump sum just for the arr of the movement, 
in other rien oa that may not be so. 

MR. GOUNDREY: This would be very, very rare. 
Oecasionally you bump into people doing the strangest 
things. I have See attempting to find an explanatipn 
of these motives. 


MR. McMASTER: I think also it should be 
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1 appreciated that in the overall picture which is the 
2 only thing that is possible to get for consideration 
here, you have a considerable difference in the type 
of credit unions. I think, for instance, of a fisher- 
man's credit union where in order to effectively meet 
needs of the members they need to have substantial 
sums of money and at some periods of the year the 
members do have substantial sums coming in and they 
just tend, in order to meet their needs, to put far 
more money into the credit union than a person, for 
instance, working in the city of Vancouver or Nova 
Scotia. 

COMMISSIONER LEMAN: Because the loans 
are to help others? 

MR. oMoMASTERsed Ita ilsoto help: them dmytheir 
primary object and because of that you will have some 
credit unions with a much larger proportion of that type 
of loan than others which gives a much greater picture. 

COMMISSIONER LEMAN: Capital loans rather 
than consumer loans in that instance? 

MR. McMASTER: Yes. 

COMMISSIONER LEMAN: Might we turn to the 
matter of supervision and control of the movement. 

You have made quite a point Cet aera the move- 
ment now is composed of a large number of units that 
are autonomous and supposed to be run tin asdemocratic 


way, et cetera. 
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However, you also recognize the need for a 
certain amount of supervision. It seems to me at least 
from listening to the information about the movement 


province by province that the level and character of 


| 


Supervision varies quite a bit from province to provincel. 


I would even say the quality of the supervision seems 
tO vary, or the tightness of supervision varies. Is 
this something that the national association worries 


about a little bit? Do you feel a need despite the 


autonomous character of the unions to try to standardize 


Supervision a little bit more? 

MR. O'CONNELL: . I think our position in 
Phava regard .. Mr. Leman 1s bois. We have found out 
from our own history in the credit union movement 
that as we do grow we need to look at our safeguards 
in the movement, one of them being supervision to see 
to it that it does the job it has to do with respect 
to members! savings, operations of the credit union 
and all of those various business aspects of it. The 
System that has evolved, in our own experience to date, 
although the quality of it has changed from place to 
place, appears to be fairly satisfactory under present 
condibions;: fairly. satisfactory.in.so,.far as we, have 
not had any great crisis which would make us think 
otherwise. 

At the same time, looking ahead we realize 
that the responsible people in the movement have to 


be aware of having adequate supervision which anybody 


who is handling money needs to have. I think, generally 


Speaking, we are constantly re-examining our own positior 
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i provincially to see what can be done to improve the 

2 quality of inspection. wr. Ingram can bear me out 

3 20 Ghae . There is an increasing emphasis in trying 
4 to make our supervisory, with our internal area, work 
5 more satisfactorily by holding various educational 

6 meetings and bringing in people who know about these 
Vs things to.help us... The pace Sati between credit 
8 unions and the Supervisory authorities in the various 
9 provinces has resulted in a more efficient operation 
10 as the years have gone by. It has become a little 


bit better each.year than it was the previous year, 
although. it may not at the present time be up to the 


standards which are considered absolutely adequate. 


Our contention is that we have no hesitation 
in inviting anybody to look at our position and make 
recommendations to us to study. We have oe closed 
attitude in respect to anything of this kind. 

With respect to the fundamental nature 
of the organization, and we do not know how things 
could be communicated in this area, we feel that any 
improvement in the supervisory system that we have 
Should be improvements in supervision which are handled 
through the provincial authority in order to maintain 
a local autonomous nature all the way through the peace. 
That being, of course, principally because of what 
we have already said and, secondly, because supervision 
to my mind and legislation are often times very closely 
connected, and it is much more efficient from the point 


of view of credit unions to be dealing with legislation 
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on the provincial level rather than dealing with 
legislation on a federal level. 

COMMISSIONER LEMAN: I wonder if you could 
motivate this a little more? is it because the 
character and the operations of the credit unions 
from province to province are so different that it 
needs a different type of legislative control? 

MR. O'CONNELL: They are different. There 
is the problem also that if you are going to have a 
federal supervision system, I would think you would 
have to have all or nothing. You would have to have 
the credit unions under federal supervision or not 
under federal supervision. You would not want to 
have a certain group of credit unions according to 
assets or a certain group according to organizational 
patterns On LY: We feel that right from the mechanics 
of it, to administer credit unions at a national level 
where you have something like 4,500 or more individual 
autonomous bodies varying from $8,000 to $10,000 assets 
to what have you, that it would be a very inefficient 
system at best. At least, there would have to be 
such an inspection staff that the end result would not 
be worth it. That is our main contention. 

COMMISSIONER LEMAN: I suggest to you, Mr. 
O'Connell, that that conclusion does not necessarily 
follow from a centralizing basis for legislative 
control. If there were more regulations at the 
local level regarding outside statutes and that sort 
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1 of all 4,500 units direct from some federal authority. 
That does not necessarily follow. 

MR. O'CONNELL: A yield. 

COMMISSIONER BROWN: Also, would it not 
be simpler if you had only one legislative body to 
deal with rather than ten or eleven? 

MR. O'CONNELL: We do not feel that would 
be the case, sir. 

COMMISSIONER BROWN: Why not? 

MR. MeMASTER: I think ‘our experience of 
credit unions, Mr. Brown, has been that they are in 
varying stages of development in varying provinces, 
and because of their local autonomous nature there 
are different kinds of problems arising at different 
cimes.— The credit unions in British Columbia may 
have problems that do not affect the rest of Canada, 
or are not common with them at a period of time. 

COMMISSIONER BROWN: Such as? 

MR. MeMASTER: I think for instance if 
you had a serious setback in the fishing industry in 
British Columbia -- this might be there at the east 
coast at the same time, but not anywhere else, and 
this is an important segment of the credit union 
movement in British Columbia. 

THE CHAIRMAN: How does that affect the 
content of the statute? You have these provincial 
Statutes which vary slightly in their terms, but do 
not vary greatly as I recall it, is that so? 

MR. McMASTER: It is true that the basic 


framework here iS much the same. 
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THE CHAIRMAN: Yes. I do not recall any 
special provisions in any one statute which is designed 
for any particular problem arising in a particular 
province. I may be wrong about that, but I do not recal 
any. 

MR. McMASTER: I do not know whether I can 
place one in my mind at the moment, but I think for 
instance that the revision of the Credit Union Act 
in British Columbia that took place recently represents 
One place, among others. First of all we looked at 
what was the factual situation among credit unions 
IA-Bricvish columbia. secondly, we looked at what 
were the legislative provisions in the other provinces. 
We did not suggest and the government did not incorporat 
all of the same provisions that there might be, for 
instance, in Saskatchewan. 

THE CHAIRMAN: Yes, but would it make much 
aifterence: ii they)did «or did. nov? 

MR. McMASTER: I think it would. I would 
have to do an analysis of the reasons here, but I think 
that there is-sufficient adjustment in these areas 
that it is important that credit unions, because of 
their local nature, should be able ES a govern- 
ment body in the first place that can move fairly easily. 
A legislature does not move too easily, but it can 
move quickly if it needs to. In this event that 


legislature is informed through its own inspection 


services or its own department in charge of this and 
kas a combination of information from that department 


plus the information that might be brought to it by the 
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‘h organized Ftctie union movement. 
} COMMISSIONER BROWN: You have a national 
movement. This is a national body that is addressing 
us now, SO you have that function in doing this. 
5 MR. McMASTER: It is a national body, but 
again, as Mr. O'Connell said at the outset, one of 
7 the difficulties in putting this brief together and 
I assure you it has presented difficulties, is the 
7 fact that you do have a very large number of autonomous 
ms bodies, and to try to represent reasonably, fairly and 
i properly all the views of those through their elected 
12 representatives in the league, and to bring that group 
i together on a national levei, we found is quite a balancing 
i act at times. 
15 


There is a great deal in common that we have 
but there are differences in points of view, differences 
in operations and that sort of thing that do present 
some difficulties in a national organization. rf 
you translate that into national legislation I think 
you begin 50 see the differences across the country 
and tend to make bad legislation, because if you change 
the legislation here it may affect somebody over there 
in a different way. It is logical and reasonable, 
having regard to the local nature of the credit unions, 
that. the local government bodies should be the ones 
that can do the adjusting that needs to be done, and 
it is usually just minor adjusting in the legislation 
and also I would say in the supervision techniques. 


COMMISSIONER LEMAN: I would like to suggest 
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1 to you that, human nature being what it is, there 
2 are very few people who go begging for supervision 


3 and regulation. We had a little bit of discussion 

4, yesterday about that very point. It is usually those 
5 people who are representing the second ti@wor third 

6 tier that can take a national point of view and will 


fi see the problems more clearly. They get a birdS eye 


8 view of the problem and sometimes they may have a 

9 better view of what the needs for control and regulation 
10 are than these autonomies looking from the bottom up. 

11 ieee em neice if I could refer you to paragraphs 76 

12 and 77; there you are talking about a very narrow 


ES field of the movement, C.C.C.S., but there is an 


14 implication there, to use layman's language, that the 
15 federal authority does not understand you very well. 
16 MR.McMASTER: I think actually what that 


17 is intended to say, Mr. Leman, is this: that at the 
18 time the C.C.C.S. was incorporated the federal govern- 


19 ment faced two things, in fairness to them. We think 


20 there is an absence of statistical material now. 

21 There was a complete absence of statistical material, 
22 or almost, at that time. The federal authorities 

23 had little or no occasion to deal with eredit unions 
24 and therefore did not have the sort of background even 


ys) that we have been dee eae way to perhaps 

26 assist this Commission in getting a picture of it. 

Ze The result was that they had to bring to the credit 

28 union experience the standard finance experience that 

29 | those authorities had had. This was their point of 


30 view and it is quite understandable that it should have 
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1 been. I think over a period of ten years that the 
2 C..C.C.S unhas bheenvdn existence, the administrative 
3 bodies in government have begun to understand some 
4 of the motivations and some of the practices which 
5 may be different, and some of the factors that enter 


6 into questions of liquidity and that sort of thing, 


7 and that there is increasing understanding. 
8 It may be true that if we set up federal 
9 aomanissratgzon for all credit unions in 20 years they 


10 might get around to this understanding, but our concern 


11 is that at the present stage of growth this might be 
12 a considerable setback in legislation and supervision. 
13 The movement has shown itself responsible 
14 as evidence shows across the country in seeking and 
15 actually at times pressing governments for things 
16] that are restrictive. This latest amendment in the 
British Columbia Act was partly that. 

MRe O'FCONNEDE: fiIamieht submit to you in 
addition, sir, that one of the fundamental concepts 
of the credit movement union is that these are people 
who are well able to manage their affairs. Asa 
result of that we have developed across the country 
very many responsible boards of directors, and they 
are not interested only in “She . savingS operation and 
the interest operation of the credit unions, and the 
philosophical aspects, but they are interested also 
in the stability of the credit unions, and having 
the credit unions service the people and their needs 
for a long Ui of time. As a result of that, they 


look to the safety position of their credit unions in a 
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very responsible way. That is one thing that the 
credit union movement is ‘oing. It is training people 
in responsibility and making better citizens in the 
country. 
at 

We are laughed/for saying such things in 
many quarters, but none the less we believe that 
we have been an element which has introduced in this 
country some area of responsibility which heretofore 
was lacking. 

At our local credit union annual meetings 
there are questions asked with respect to the stability 
of credit unions and the safety of deposits. The 
officers are responsible for answering to the pars naies 
and they cannot fool them. They might be able to fool 
them in 1960 but they cannot do it right through to 
1965. 

COMMISSIONER LEMAN: You,cannot, foolsall 
of the people all of the time? 

. MR. O'CONNELL: Well, I did not want to 
use that expression. Then when we come to our credit 
union league meetings’, and I think ow a aia be born 
out by what Mr. McMaster was speaking about, if you 
examine the increasing number of legislative statutes 
that we have dealing with supervision, you will find 
that these mainly have come into existence to the 
locals from the leagues because of requests for greater 
tightening in the areas of supervision and greater 
liquidity requirements and so on. 

This is the way we feel that we should evolve 


We feel that we are a self-determined movement. 
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I said we were quite willing to listen to 
outside advice in respect to any technique which we 
have in the credit union movement, but that is the 
way that these people behave; that is the way that 
they live and that is Bs way that they are in relation 
to the government. They think in that way. 

In some provinces, for instance, the 
registrar of credit unions comes and talks to the 
delegates at the convention level and will explain 
legislative things to them and make suggestions to 
help them along. There is very close rehtionship 
in many cases between your supervisory authority and 
your legislative authority which is not necessarily 
bad, because there is no possibility of anything corrupt 
in that procedure. 

That Ts-why I BUeeest to-you that this Is a 
constant thing which is not only thought about and 
talked about on the national organizational level, but 
on the provincial and local levels as well. 

Sometimes we move slowly. None the less 
we feel we are moving in time very well. There is 
nothing impulsive about anything in our growth. We 
would appreciate having advice on such things which 
Will help us in these particular problems. That is 
the way we look at it, sir. 

COMMISSIONER LEMAN: I am quite willing to 
Sate that probably a lot of the factors you point out 
are true. Maybe they are not completely in their 
implication, though, because however painful it may 


have been I think we have developed pretty responsible 
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boards in the banks and insurance companies. 

COMMISSIONER LEMAN: They are regulated and 
controlled very, very closely, are they not? 

MR. O'CONNELL: Yes; but that is a different 
type sofething, ot believe. I am talking about responsibility 
perhaps in.a slightly different manner. Ifeyouywill 
Sive me a chance perhaps I might be able to zero 
in on you and to tell you exactly what I mean. I will 
hold that off for a minute or two and perhaps it will 
come to me then. 

COMMISSIONER LEMAN: Referring to a specific 
DOLnG; and this will tend to get othecGac :CsSe imto 
the picture here, what would you think of the idea 
of having centralization funds moved up to the national 
level, would that be efficient? The stabiliztion 
funds are primarily trouble-shooting funds are they not? 

MR. O'CONNELL: Correct. 

COMMISSIONER LEMAN: How would that sound, 
to move the stabilization furn7 weapon to the national 
Lewreih? 

MR. GOUNDREY: Are you suggesting that 
this would be ek ee that the stabilization funds 
would have to be put in to the one place? You see, 
all of the provinces are not Recipes oti thien0.0:C ..5 3 

COMMISSIONER LEMAN: Let us not talk about 
compulsion now, let us talk about desirability. 

MR. O'CONNELLL: Mr. Leman, perhaps there 
is an experience like that. 

COMMISSIONER LEMAN: The problem is to 


establish the need or desire for something and then 
‘decide whether it has to be done by compulsion or otherwise. 
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MR. O'CONNELL: There.is an experience along 
that line being developed by C.U.N.A., only it is more 
on the international side than on the national side, 
if you would care to -- perhaps Mr. Weinberg would 
say something on this. 

MR. GLEN: iI find your comment extremely 
interesting. One is a little hesitant about how far 
to go in expressing an opinion, because one might have 
@ personal opinion and not in a position to state an 
official opinion, so you have to analyze my remarks 


in whatever. light.you wish to do. 


I think. it is a matter of some pride to the 
Canadian section of the movement that the generation 
of the idea for, stabilization of funds originated 
in this country and then spread to the United States. 
There is. a,rather fundamental difference in 
Canada to date, in that in the provinces of Saskatchewan 
and British Columbia the stabilization funds which we 
have developed are compulsory and in so far as all 
credit unions, whether they are affiliated with the 
league or not, they must participate. in some of the 
other provinces of Canada the development of stabilization 
funds tas become sort of a voluntary thing. In my 
personal. opinion I can see how.” a stabilization | 
fund could work effectively without the element of 
compulsion, even though you don't wish to use that 
ee I think that it oy: have all credit unions in 
or it will: not, be, effective... In the. United. States 
there has been developed a international stabilization 


fund, which is an incorporated body to which the 
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1 stabilization fund of the various state leagues have 

2 become members. Most of’the American state stabilizatio 
3 funds operate on a voluntary basis, or if there is 

& compulsion it is only compulsion on the part of those 

5) credit unions which belong to that league and not on 

6 the ones outside. 

7 Now, the setting of the international fund, 


8 it was conceived that this ought to be an international 


10 any other country could become members and participate. 


11 The difficulty, of course, has been the wide diversion 
12 in the types of funds from state to state and province 
13 to province and it has made it hard to develop a 
14 proper type pre cease onal fund, and Ii think for 
15 this reason that up to this date at least none of 
the Canadian stabilization funds have joined the 
international. 

I think in the broad perspective -- and this 
is my own personal view -- that to provide stability 
to the Credit Union Movement, as we see the necessity 
for such stability, there should be a stabilization fund 
in each league area and personally I say that this 
Should include all credit unions whether they are member 
of the league or not. In other words, it would be 
compulsory and that in each country -- in Canada there 
would be a national stabilization fund to ‘which the 


provincial stabilization fund would belong and then, 


perhaps, as the need develops or as the movement sees 
the need, then the national stabilization fund would 


come back to an international stabilization fund. 


9 fund and that the stabilization fund of Canada or 
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1 Now, whether this will be the form of development, 
2 it is very hard to say, but in my view at the moment 

3 I would say this is not the manner in which it would 

& Gevelop. If I were to forecast what my own desires 

5 would be in Canada, they would be to see eventually 

6/ a national Savi corer fund for Canada. The inter- 

A national aspects, vis-a-vis the United States and 

8| Canada, are so far in the future that I would 

hesitate to suggest when this need might become 


apparent, if éver. However, these are my own views on 


the matter and I might add to that --- 

COMMISSIONER LEMAN: I haven't gone so far 
as to talk about international; I was talking about 
national. 

MR. GLEN: The point I wanted to make is that 
we have taken a jump -- it would seem to me that the 
normal progress would be from Se SPL aENE to national 
and then international, and what the credit union © 
movement has done is gone from ‘she provincial to the 
international without the intermediate state, and I 
think that this came about largely because of the 
international nature of C.U.N.A.; that whatever we do 
we regard as an international development, and so the 
fund was set up as an international fund, although 
for practical purposes it operates as a national fund 
in the United States, but we have no comparable develop- 
ment in Canad as yet. 

MR. McMASTER: I might say that from the experience 
we have in the way in which things are changing in the 


credit union movement that in all probability the national 


‘gmoosd tiyan Seem: ebay: eect tee 23 a 

a es ane Twas yr ss sect’ .vovetioll (vee: ‘a 4 
— dest Ot. aba aanter By bela 

435. wh smon v7! caveat sig 


Suous gniolisd-dew. t 


isd 22 eaam o¢ bednisw I sateq od? 9 .Weap ‘Fito, 
att ded om od mese Bluow dt s+ qeasst,, Ss Heded: ovat ow 

ERT yikewn ot [stogivosg port sd pbigow ecengorq Lemon ft 
fatns jibsts sav ostw ons Jetottanewdintt fest bos | 

; ons oF isfontvetg ent mort sige et ate, asa toemevom | 
tT bas .egate stetboewrstat ent duedeie hacotsanretat : 
oft to eeusead wronged twode sae0; eint teagd, datay 

ob sw vevetsaw tent) 2 AvKt.0 20 Se ——? ‘anostansedat q 
ony of Dae tiamqotedab Lacoimeates at ie as breget ow 
fovedsin. .baxt [snokIeniseal 1S) -a@ qu tem esw bast 
bast Lsnotvss 8 86 gedstego #f eeacatug fantgossg aot 4 
| agolerep sSideisqmes of sven sw dud -29da& bev inv eae | 
| | | .?9 ee bans. este 
edcet reque sav gorwl dec! yse gaetert ential 
| Gat at agrlacdsio oie eaniad sobre. id) #8 


‘Manstvan ead bi idadona | ifs 29 


Peep a me. 
oy 


Nethercut & Young = 3161 oe 
Torente, Ontario’ 


stabilization programme would be something which would 
develop, but as yet I don't think we can make any 
clearcut pronouncement on it until the league has 
discussed this matter and the national society has 
discussed it as to the advisability and the technique 
of putting it into operation, but I wouldn't be 
surprised if that were to come about fairly rapidly. 
L-might.add.one,. thing, if .I may may, in this 
business;of responsibility of directors. The, type. of 
responsibility I was thinking of was that we feel 
that the responsibility is generated by participating 
actively in economic decisions and this could apply 


to our members and people who wouldn't, by virtue 


of their position or their income -- necessarily 


participate in any economic decisions whatsoever. 
As far as the organization is concerned and in so far 
as we have dealt with this type of responsibility or 
having to generate this participation I wasn't making 
any suggestion that we would cll be responsible, or 
anything like that. 

COMMISSIONER LEMAN: Don't take my remark 
too seriously. 

MR. McMASTER: I just wanted to make it clear. 

COMMISSIONER LEMAN: What puzzles me about 
this question of supervision and control is that I 
got the impression going through the country that in 
each part the matter of cost of what might seem to be 
a desirable level of control was one of the inhibiting 
factors; would you agree with that? 


MR. McMASTER: Well, perhaps I will ask Mr. 
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Goundrey if he could give some information along 
that line. 

MR. INGRAM: Were you referring to the cost 
of supervision? 

COMMISSIONER LEMAN: Yes. 

MR, INGRAM: The reluctance on the part of 
credit unions to pay for such supervision? 

COMMISSIONER LEMAN: We were told in some 
places it was too expensive for the size of the small 
locals that had to bring in outside auditors, and in 


other places we have been told that while the movement 


was wealthy enough to do most of the work, they did 
expect a part aig amount of subsidy from the province 

in running a good supervisory control system. Is it 
amatter of cost? I can. understand your respect for 

the economy of the locals; where it is a matter of 

cost that they don't want to be forced to have the right 
level of control, and you are between two different 
levels of problems. 

MR. INGRAM: I would say, except in some 
isolated cases, that the movement itself collectively 
and generally speaking is quite concerned about and 
quite prepared to pay for adequate supervision or 
inspection or whatever term you want to use, and I think 
that the movement as a whole has indicated and demonstrate 
some very real progress and has contributed to the 


Stability and proper supervision of credit unions and 


LI think that historically speaking the provincial 
expansion programme as provided by governments under 


somewhat similar legislation in the provinces has 
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continued to a more or less standard kind of inspection 
service by the supervisory authorities in the various 
provinces. These same inspectors and registrars 

meet annually themselves to discuss types of controls, 
times of supervision, inspection programmes and so on. 
This in itself has contributed to a uniform standard 
kind of inspection throughout the whole Canadian 
movement, and in addition --- 

COMMISSIONER LEMAN: You say that is has 
contributed to it. Has it achieved it, a uniform level 
of control and supervision and auditing -- perhaps 
I am starting from the wrong premise and we might as Wel 
establish if the premise is right. Has it achieved it? 

MR, INGRAM: Not entirely, no, this hasn't 
been completely achieved and that is another reason 
why I would say that the onenab as a movement has 
in some years instigated a supplementary kind of | 
service. ede ancaaae the Caisses Populaire movement 
in Quebec and the Movement in Ontario. These two 
are probably outstanding examples of where the movement 
itself has developed a self-policing kind of organizatio 
either as a supplement to or possibly replacement of 
that kind of supervision which up to now has been 
provided by respective provincial governments, and 
admittedly the kind of supervision and control and 
regulation that was being provided in some provinces 
up until recent years hasn't been satisfactory in the 
Opinion of the movement itself. That is why we have 
developed all kinds of other programmes, loss prevention 


programmes, stabilization funds and we have developed 
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our own bonding programme, ali these kinds of services 
which will in themselves either contribute to or provide 
some kind of better regulation and supervision because, 
as I mentioned, in some provinces admittedly the quality 
of supervision and inspection has, in our opinion, 

not been quite adequate. 

I don't whether ,this answers your question or 
not. I don't think on the whole that the cost is the 
reg. factor. 

THE CHAIRMAN: Who is to-pay the cost, that 
is’ the- thine: 

MR. McMASTER: I think, Mr. Chairman, that 
there has been some indication -- not in the brief 
or officially in the discussion, but in the credit 
union movement -- and I am subject to correction on 
this from the Chairman -- but generally speaking . 
the credit union movement is preparéd to say that a 
fair share of the cost of adequate supervision is a cost 
that should be borne by the credit unions in a proportio 
that is acceptable to them amongst themselves, but there 
3° 2 feeling in some parts of the country -- and I 
think with some justification and I think particularly 
in the Maritimes where the srodic cuion moverent has 
been in many respects quid pro quo So far as the 
government is concerned when problems arise. In some 
of the small communities the government itself may come 
to the credit union movement and say, "W41d You hélp us 
deal with this problem?" The organization movement 
has done it so they are more inclined to feel, well, 


if we are providing this service -- well, the government 


aeotvres to ‘bets 980 


en "r 


~) eptveda: a6 od osu ae eb eeito ng 


. Seuacst Hetaivve: que. Sie, wok tabtupen ‘8 


ee 


er. FDP 28 ; 


;. £0 adtteavp- tweet sisewens ott) echoed, insist 


2 on sod aa 5 


5 i neX s te « 
ww . } wii l : Jal _ my wk vt } t Ort hi QUO hw 
) 
io ne . 
. ri : J a a 
ont j eo . t e ae et oe PE ne a 
mi } ; . ? 7 hava - - 2 CP hs eh DP ee DTA bdede sme tana ee! 

; Laity 1m 
hay | 
«oe Tae ae aN tT kr pel 

: ; a? } J Pat } Pi LOCH somes | sre ety ae m wot 
cf tut) 
y 
5 * *s aren a, pe of 5, et ee eons By : 
| i Wits Aner eee ker, arose elie idee tis oe uk rawd arid conte 
: ; 
‘ 
& 
ne ¥ ; St + 
r - PS £8 OPS PN ee re ¥ oh ng Py Arey > pe rhe ae, ‘ve 
a ' we si - é a ee we wel «i é CS soeTea L Cs (203i, $a) ~ 
| | 
MW . | 
bn * ; 
not ¢ . _* ht Are ny in oA re alee te ip Th my o> 2y gm op re - 
we oer 2 “i ate ee a ot Mee Me dan it = Ral up ¥ A. Gt nd te Ae Ore oa 


@<) 


Ure « 
a 
iN 
1 
i} 
® 
q 
pa | 
> 
z 
r 
2 
ts 
tik 
&2 
sf 
i 
> 
4 
& 
o 
=a 
2% 
25 
ft 


+: a ol ep 
ot tt ee 


7 = Vers _ 
cy 
: 
a 

ny 
< 

+ 
¢ 
a 
: 
> 
Fa) 
5 2 & 
th 
i$ 
a 
iD 
3 
>] 
& 

“e 

Se 

2 


' 2 ye 
; 

> 
2 
te 
7) 
he 
QO 
e 
ed 
2 
23 
2 
© : 
a 
2] 
= 
a 
: 
a 
~ 


o 
—- 


, Ytusisolg weg datas LT bos sotteo bthteui 

i } 
| Bn saowevor aolan: 2Lbexo offd |‘ sreey Sent fata 
; 


nn VF 2D oo > -> waad =| tele oy 
HOO Vom Sisect teematreves ort corso ta 
"J tes 


en gleam voy Ifa"  .yes Lise ismsvon mote 


1 Sit OW Oi gorits 


, Nethercut & Young “= D1 65 - 


Terento, Ontario 
can provide this service, but generally across the 
country there is a feeling of a desire for adequate 
and competent supervision service on a provincial 
basis and a willingness, however, to see that this 
is worthwhile and the organized movements contribute 
to it substantially as being the main beneficiary 
from it, although there is a general public benefit 
as well. 

THE CHAIRMAN: We will adjourn now until 

2°00 O°elock: 


--- Luncheon Adjournment. 
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--< On resuming at 2.00 P.M. 


COMMISSTONER LEMAN: Mr. Chairman, I have 
one or two more questions in the field of external 
and internal control. I am wondering if either through 
the leagues or centrals what would happen if you did 
try to make it compulsory to have the accepted standards 
of auditing in order to be a member of those bodies? 

MR. O'CONNELL: That is the local credit union 
people and the league and central -- the only difficulty 
there would bring us once again round the full circle 
into the cost element of who was to pay for it. If 
you had an outside auditing firm auditing some of the 
small locals the cost in many cases would be prohibitive 
for them and they would not be able to belong to the 
other organizations. I presume that is not within the 
framework of your question exactly. 

COMMISSIONER LEMAN: Just before we broke up 
I asked you if, you thought the cost element was the 
main inhibiting factor to achieve standardized procedures 
for external control, and I think you answered that you 
did not think that was the key factor? 

MR. O'CONNELL: You mean external inspection 
by something other than government, or something outside 
of the movement, or inspection that is paid for by the 
credit unions -- exactly which compulsory inspection? 

COMMISSIONER LEMAN: It would not necessarily 
have to be paid for by each local as such. Perhaps 
there would be other formulas at low level in which case 
the co@tributions to the league might have to be higher. 


The cost factor is something quite considerable, 1 
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suppose. Some locals are large enough they probably 
can afford a good standard of auditing. Others, I think, 
have claimed they were a little small and the cost 
factor would be quite an impediment. But you could 

get around that by, again, a system of co-operation at 
league level or at central level. 

COMMISSIONER BROWN: To be practical, this is 
outlined in the American unions at page 32 -- the various 
examination fees. 

| MR. O'CONNELL: That is where the credit unions 
are federal, I believe. 

COMMISSIONER BROWN: Well, I am not using 
this as an exact parallel, but this is the type of thing 
I think Mr. Leman is talking about as being within 
the bounds of reasonable possibility. Let us not use 
those as details; we will use it as a principle. 

MR. McMASTER: Is Mr. Leman's question directed 
to government inspection and/or the government inspectio 
and supervision or purely to the question of auditing, 
or a combination of all these things. 

COMMISSIONER LEMAN: Perhaps a combination of 
both. In part, if you leave it all to the government 
to do the various types of control and inspection it 
requires quite a large staff at the governmental level. 
If you had certain standards of auditing made compulsory 
by the league, perhaps the governmental authority could 
reduce the amount of inspection it has to do. 

MR. McMASTER: One of the real problems in, 


a province like British Columbia -- and I suppose it is 
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true in other areas of the country -- is your small 
credit union has the problem of a cost factor which may 
be shared reasonably by others to have the benefit of 
this, but you do have a smaller credit union in many 
isolated areas where the provision of auditing services, 
if that is what we are talking about, on an adequate 
basis would be pretty expensive to put in, and if you 
have a government inspection system where the inspector 
is.travelling, :L.suppose-if«you hired.an auditor, or 
a series of auditors, and kept them on a rotating 
basis -- however, it is rather difficult to get a 

We acs sent auditing staff on that kind of basis. 

MR. JOHNSON: Mr. Chairman, in some areas 
in Canada we have provisions whereby a credit union 
after it reaches a certain size or a certain amount in 
assets is required to have an independent auditor, the 
cost being borne entirely by the local credit union. 
The difficulty here that we have experienced is that 
it is most difficult to get acditors who are familiar 
with the ordinary type of commercial audits to effectively 
audit a credit union. I don't know why this is, but 
this is one of the problems we have run into. 

MR. O'CONNELL: What is worrying me is that 
this question is probably divisible into two are 
There is the cost element, and then a membership element. 
One question is that the credit unions should be 
subject to a compulsory audit from some agency as long 
as it is outside to be paid for by the credit unions 
or by some combination of the credit unions and the 
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- tying this in with membership in the league. That is 
what is causing me the difficulty. 

COMMISSIONER MACKINTOSH: Tie in with members 
of the league -- oh, I see. 

MR. O'CONNELL: To make it a compulsory 
feature. They would have to have this compulsory 
audit in order to belong to the league and to the 
central, and this is something which I believe very 
closely approximates some of the various things that 
we wish to do, that we consider our leagues to be, 
within reason as much as these can be, to be more or 
less free associates of credit unions coming together, 
and the compulsory element -- we have certain rules 
and regulations, as has any body, but we prefer to 
keep our compulsory elements down to a minimum, and 
a compulsion along this line, providing the legislation 
in the province, generally speaking, did not make this 
compulsory audit necessary for the credit union to 
exist, might only result in beeaking the league strength 
or completely demolishing it. So, that is the aspect 
of it which gives me pause, and on that ground -- that 
is, looking at it quickly -- I would be inclined to 
think that this would be something which would not 
be acceptable to the movement in Canada, although it 
is a matter which of course will have to be discussed. 
chia is just an off-the-cuff reaction more than a 
reasoned opinion on it. 

Then, the other: question then comes back again 
as to whether the credit unions should be subjected 


to some measures from some source with respect to the 
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- varying the cost of @ properly conducted audit. Here 


again it is -+ and I do not feel that I can be absolutely 
explicit on it, because there is a growing awareness 
among the responsible people we have in the movement 
today, anything which will improve the internal stability 
of the credit union operation, that there are some 
divergencies of views as to where that cost should be 
borne: Should it be entirely by the credit unions, 

or has government a stake in this as part of protecting 
the public, or that segment of the public which is in 

the credit unions, to bear some of tle cost, or should 

it all be government, or all league? ‘These are things 
which I do not think the movement themselves have fully 
discussed to the point where I would be in a position 
that I could inform you that this would be -- and I 
presume. that is what you are asking -- that this would 

be the type of thing we would wish to have. 

THE CHAIRMAN: Is this a question of protecting 
the public, or is it a question of protecting the members 
of the Hida weseetOn . 

MR. O'CONNELL: Protecting that part of the 
public who are our membership. 

THE CHAIRMAN: Yes, but they are members and 
they have control of the situation -- they are protecting 
their own interests. 

MR. GLEN: I wanted to suggest to Mr. Leman that 
in the minds of many credit union people there is a tendency 
to differentiate between auditing inspection and super- 
vision and this is what makes it difficult to answer 


your question in my view. Inspection we have come to 
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refer to as the role of the government agency largely 
to check into the operations of the credit union to see 
they are being carried on in accordance with the 
legislation under which the credit union is established, 
and it is not necessarily an auditing service. Auditing 
we have come to regard as a function performed by 
professional people outside the credit union itself, 
such as chartered accountants, certified public accountants, 
and what have you. Supervision is a game, in the minds 
of many of our people, allied to the functions of 

the supervisory committee, which is an elected group 

of the membership, and if we are to deal with the 
relationship of these three areas, as we see them, to 
the credit union, then my own view on this -- and I 
subscribe to: what Mr. O'Connell has said -- because 

we have not discussed this on the basis of official 
policy. All we can do is give you our feelings on it 
as individuals, and I think all of us would subscribe 

to uniform standards of me abeche ky by the appropriate 
Phceranaarpesdoen, This is not to subscribe to the 
idea of a national inspection or a federal inspection 
agency, but as long as the procedures from province 

to province were reasonably uniform, I think this 

would be in our good interests. 

The requirement of outside audit by professional 
people, as Mr. Johnson has pointed out, is a subject 
dealt with in a number of studies where, when a credit. 
union reaches a certain size it is mandatory they 
have outside audits and this is done by direction of 


the head of the government inspection agency -- the 
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. Inspector of Credit Unions, in our case. We find the 


Inspector of Credit Unions will tell the credit union 
So ae they employ outside auditors this does 
not relieve their supervisory committee of its 
responsibility in the matter, which is internal 
examination of the workings of the credit:union and the 
reports to the membership or to the board of directors 
of the credit union. I always have subscribed to the 
belief that an outside professional audit is a distinct 
advantage to a credit union, not altogether so much 
in what the audit might reveal but in the Sas 
that Dab eeat aed people can give the credit union 
management in the process of their audit by suggesting 
changes in procedures, and so on. 

The function of the supervisory committees 
is an important one in our credit unions for two 
reasons: The watchdog activity they carry on, their 
sense of responsibility to the membership itself, and 
they are elected by the members to do this job and 
they must perform this function; and also the knowledge 
it gives them of the whole operation. 

So, L am afraid it is not possible for me 
to give an answer to the question as you posed it. 

| COMMISSIONER LEMAN: On the whole have these 

supervisory committees worked well? Do they perform 
the function very well? 

MR. GLEN: What happens, in my experience, is 
that when a credit union is small -- and , for definition 
let us say under $100, 000 -- the supervisory committees 


do perform their functions adequately, but when the 
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credit set gets past that point the volume of work 
n 

required/the supervisory committee becomes rather 
more than one could expect from volunteer people who 
have jobs and other interests to consider, and I think 
that is why our legislation says that at that point 
the Inspector may require outside auditors. At that 
point when it is done the outside auditor usually works 
with the supervisory committee and he lays out a 
programme of work andsays, "You do these things and I 
will accept your findings on these, and these other 
things I will look at myself." In my own credit union 
we have outside auditors who work with our supervisory 
committee. They look after such things as cash counts 
and checking of securities, and this will be accepted 
by our external auditor, but he will come in quarterly 
and do his own spot checking and a complete audit 
annually. We also have the Inspection Department of 
the government coming in and they will deal with our 
operating policy and make recummendations. All this 
has worked extremely satisfactorily in our own case. 

COMMISSIONER LEMAN: The real concept I am 
discussing here, and I want to know what the attitude 
of the national body is, and I would like to get an 
impression of the attitude of the leagues in the 
various provinces: You are interested, you are devoted 
to the movement and you are interested in this matter 
of regulation aa the movement. It is in the interests 
of not only each separate local to be well run but 


in the interests of the whole national association to 


make sure the locals are well run. So, it seems to me 
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it is a natural field in which a league would operate, 
to worry about the matter of control and supervision 
and regulation of the system from beginning to end. 

COMMISSIONER BROWN: When you lend to a local 
do you have an audited statement? 

MR. GLEN: The centrals require this, yes. 

MR. JOHNSON: Yes, we require not only an 
audited statement -- I should say, in lending to a 
credit union, we not only require an audited statement 
representing the standing of the credit union at the 
end of the year, but we require an up-to-date monthly 
statement of the affairs of the credit union when 
they apply for a. loan to the Saskatchewan Co-operative 
Credit Society. 

COMMISSIONER BROWN: Does one gather from this 
that the centrals only lend to the larger locals? 

MR. JOHNSON: No, we can get this information 
covering any credit union in our province. 

COMMISSIONER GIBSON: Is this true across 
the country? 

MR. JOHNSON: I am not in a position to say. 
cE Phin I would prefer to have Mr. Best and Mr. 
Robinson answer with regard to the manner in which 
they handle this iiendis various provinces. These 
men are both directors of the Canadian Co-operative 
Credit Society and managers of their centrals in their 


own respective areas. 
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MR. ROBINSON: Well, speaking for British 
Columbia we require Pe ey statements, the monthly 
eS Statements and examine that statement. 
If the credit union is a small credit union with a 
Supervisory committee we will accept as a rule the 
statement of the supervisory committee. The annual 
audited statement is required by the provincial 
government and has a report on it made by the super- 
aa ora committee with respect to their job and we 
Will accept that in the normal way as being their 
Statement that it is satisfactory and we will take 
a copy of that. 

COMMISSIONER BROWN: This is not audited 
by an outside auditor? 

MR. ROBINSON: Well, you were asking 
the question about the smaller credit unions. In the 
case of the smaller credit unions we will accept the 
supervisory committee's statement, not whether there 
is a chartered accountant but a statement provided 
by a Similarly qualified person for the larger credit 
UHLONS 2.02% 

In addition to that we will require 
quarterly statements from the credit union so that 
we have a comparative picture to look at. 

COMMISSIONER BROWN: It is a question of 
the extent to which you. are prepared to make loans 
to local credit unions and on what premise. 

MR. ROBINSON: With the smaller ones we 
have accepted that. 


COMMISSIONER MACKINTOSH: Do you require 
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statements in the case of any particular figure, say, 
$100,000 to $150,000? 

MR. ROBINSON: In a reasonable area... There 
its no rule regarding chartered accountants. There 
is an area here of qualifications of supervisory 
committees themselves. I can think of a 
government supervisory committee where they still 
do not have chartered accountants. On the other 
hand, they have members of the income tax department 
on their supervisory committee. 

COMMISSIONER MACKINTOSH: I think the point 
of the question is whether the central has those 
requirements or whether they are willing to accept 
any certificate that comes from a reasonable process 
in the local credit union. I think this was answered 
that you accepted what the credit union produced 
provided that is the way the credit union does it. 

MR. ROBINSON: Yes, we will check those 
with other statistics we have, and if variations appear 
then we would question them. 

COMMISSIONER MACKINTOSH: I am not suggesting 
you SO ee or derelict in your duties. 

COMMISSIONER LEMAN: In the C.C.C.S. brief 
there is a reference in quite a few paragraphs to the 
strength of the organization. In my view strength 
represents more than the number of dollars that the 
organization would hold ae its disposal. Strength 
does not come just from the size of the assets. It 
comes from the ai gol ine and regulation that there is 


in the whole movement. That is what I am getting at 
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really. 

MR. GOUNDREY: There iS one point that should 
not be overlooked and that is that if the centrals or 
the leagues began to require for membership certain 
types of behavior you then lose a little bit on the 
Other side where you are expecting the members of the 
movement themselves to take responsibility for how the 
movement is behaving. This must be the dilemma which 
almost every association has placed before you. 

COMMISSIONER MACKINTOSH: We will get the 
Same argument from the stock exchanges. 

MR. GOUNDREY: Yes, you will get it from 
the stock exchanges. 

COMMISSIONER MACKINTOSH: If they are not 
easy on their requirements for listing they will not 
get the 128 C1nes. 

MR. GOUNDREY: To the extent that the leagues 
and centrals in the natiomal association are working 
towards the health of it they dislike to do it. This 
is natural rics I think I will not repeat it because I 
suspect you have heard it a thousand times. 

COMMISSIONER BROWN: There is an implication 
there that the larger the credit union and the more 
the outside control the less likely the credit union 
is. to join the central. 

MR. GOUNDREY:. No, this is only on the 
one side of the situation, not the other side. 
COMMISSIONER BROWN: But that implication 


does almost creep into it? 
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MR. GOUNDREY: I do not think so. 

COMMISSIONER BROWN: I would like to go back 
to a subject we touched on this morning for a few 
minutes, Mr. Chairman. That is in connection with 
liquidity ratios and liquidity et cetera. 

First of all, I would like to make a 
comment that there are in one or two places in the 
brief some implications that the Commission has made 
a finding of some kind with respect to liquidity 
and I think we should make it clear that this is not 
SOs As far as we know we have not intentionally 
indicated at any stage anything about our opinions 
about liquidities. This is for several reasons. 

One is that we are interested in the liquidity situation 
not only from the point of view of the security of 

the shareholders and depositors -- although this is 
extremely important -- but I think also from two other 
points of view, One is the possible relationship 

as far as the competitive factor is concerned in the 
capital market and, secondly, if there are any impli- 
cations as far as monetary controls are concerned. 
Therefore, I would like to make it clear that as far 

as I personally am concerned in any questions I might 
ask I am not worried so much about the percentages that 
we discuss or the adequacies or otherwise of those 
percentages but rather the methods by which these 
percentages are ene eee 

In ee connotation I would like to have 
you comment on my suggestion that possibly a provincial 


central relative to the local credit unions for this 


volomutte Witeo.tupgl ond ao asiaevesa.t ots ow tacit et ond | 


Teronivorg » Yldlesoq tid pak bids 


etd3 101 emoinu Pihheto mend edd ¢ 
7 | 


aE a 
Wat TS 


WRAL, oe soogner ‘Sth bot on0e ripe : 
tor. a eine dedla rseho at pag: =a 
YbLenotdnedas dou ered ow word om 86 ist an ed 
uno igo. TG SHods | grkdogg PBRTS we ds bevantbns 


ie 
A, P eh Gay a) ne a ee ay tes td 
aly RA ut a aie y ¥ ih 
io) J MoRAAS 5 . 
eben ced dake 
a ye , - i v xn » q _ " A 


rn 
in 


.ecoamet Leretige to at ati?  ,aetstbtupal ot 


te yd Payoge otis © Waly to datog ond mort ¥ine tog.) 

ab ald’ dgvoddie + svotheogeb bie ereblordetpde ent ie 

Soiro., hua wotlk wehe virehetsd TF vid om insdrogmt viomentze 

shaint take: eteinan ate ee, .woly to, e¢ntoq | 

oad mt bemreonns ef TO! DBR avis idegmos Srid 85 cat 6b 

~tiginat ‘yan ets eiedd tt .ylbnooed . bos sourem tettqao 46 

-berreonos ets elorinos yesisnom es 12% es anottss 

tt a dadd teelo 32 estan od suitt bivow I .exotered? # 
chain T eaotdeap Uis GL demesne ma vilenoereq t te 4 

Jatt asastasotes end Togs fou of nelzxow goa ms T wt 

seodt to satwisddoe to eatoaupebs ‘edt x0 Benoesh hs | 

aaent? Hokey vd abortem sit serie dud eogatnected 

 hexcagen exe ih et 4 . 

evel of wifl bivow I woktagennoo etd? ax. | 


eats 


> daa 


Nethercut & Young en 3179 2 


Fesenio,, Ontarib 
liquidity factor and for the movement of funds from 
one to another is more analogous to the head office 
of a bank dealing with its branches rather than the 
bank in its own right which is a suggestion that is 
implied in the brief. Would you care to comment 
on that? 

MR. GOUNDREY: Well, do you want to 
contest this view that we have? We in fact feel 
this way: the local credit union decides on its 
Own sometimes, within statutory limits, but fre- 
quently on its own just how it will hold its assets 
and how liquid they will be. Generally speaking 
the local credit union keeps a certain amount of 
their liquid reserves and as we know liquidity is 
tied up with three things. One is the knowledge 
of the person who is concerned with liquidity: one 
is the extent_to which the individual, can, borrow, on 
his assets if he has them and the other is the pro- 
MOrcIOns OL sacch: 

Now, when it comes to the local credit 
union they hold certain liquid reserves. They hold 
those reserves for various purposes and in various. forms. 
One is wholly liquid in cash in a bank or elsewhere. 
Some of it is in securities for which they feel there 
is a good market. This is a matter of judgment. 

‘now, when the centrals came into being 
and were developed the question of whether or not those 
Withdrawable liquid reserves, in fact your cash reserves, 
could safely be deposited with the central. Now, this 


is similar, in our view, to the question which the local 
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credit union management has to decide as to whether or 
not it will keep till cash or keep cash on deposit at 
the bank or with the trust company in exactly the same 
way. 

Now, the local credit union will deposit 
with the central any of its short term reserves. It 
has to be sure because the major responsibility of 
the management is to its own members, it has to be 
sure it can withdraw these liquid funds on demand. 

So that the examination of the central, as far as 

the local credit union is concerned, is very similar 

to how it looks at a bank -- how liquid is a bank, 

how liguid is the central, how liquid is the trust 
company? The purpose of this is to hold cash and 

you can hold cash and you can hold cash for your liquid 
reserves. 

In many cases in the early days caSh was 
held and in quite large proportions but this.as not 
a very good way to hold your assets if you can get 
another form. of liquidity. Within the movement the 
idea was that an alternative of holding your cash. 
tin the banking system is to put your cash FPS 
outside the movement and if you put them with central 
they are available to at credit union as well. But 
are they liquid? The general rule as we go along 
here, as far as I can make out and from talking to 
the people who manage this is you attempt to match 
up the sled emesis of your assets and liabilities. 

If you have a large number of very short term claims 


against you you tend to hold a very large number of 
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1 Short term claims against other people. These things 
2 are matched. The matching process is a part of 


3] the liquidity. If the centrals cease to do this they 
4 then have to rely on borrowings against existing assets 


5 and this again depends on the particular ability to 


6 borrow in the market and the knowledge which the lenders 
ff have of their operations. 
8 The necessity for liquidity breaks down 


9 into a number of pretty specific types of liquidity 
10 and for certain ourposes the liquidity which the local 


11 credit group has to hold does not have to be liquid 


£2 inthe same way that your cash against deposits has 
13 to be, I mean, reserves against losses because these 
14 can be held elsewhere if you can borrow on them easily. 


The central provides the facility for the locals to 
in fact borrow easily in much the same way as you can 
hypothecate bonds with the bank rather than sell them 
on the market so we think of liquidity in our association -- 
and the sameholds true of the C.C.C.S..--.as matching 
these assets with liabilities in the same way that liquidity 
is matched and it will in this way attempt to put such 
ofits. Lunds inva productive use or whatever purpose 
it may think is safe. | 

coretus should note, perhaps, that the 


erowth of these institutions themselves imposes 


difficulties in the way of matching up these assets 

and Jiabilities.. Le. oe grow quickly you get a 

large inflow and then you want to put it to work because 
it has come in quickly and you think it can go out 


quickly and you tend to put everything in liquid form 
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but as this stabilizes you get an asset program developing 
in terms of what they consider to be their normal dealings 
plus a margin of safety. This is the principle of 
liquidity within the movement. 

It is most important, I think, to emphasize 
that liquidity depends upon knowledge. Given the 
knowledge which you have of credit unions within the 
leagues and centrals is it likely to be much easier 
for a credit union to meet the demands, the unexpected 
demands for :cash if itis tied, to, the, central, rather 
than if it is tied to some institution which is not 
so well known and not so intimately involved? This 
is the same aS the independent bank as compared to 
someone associated with the larger group, but I do 
not think this changes the liquidity picture. 

COMMISSIONER BROWN: Your thesis is a 
cash deposit in the central is as acceptable as cash 
deposited ina bank? 

MR. GOUNDREY: This may not be 100 per cent 
true; in other words you may feel as a manager of a 
Ae ER that if I am holding 5 per cent in cash 
I can get rid of 80 per cent even in the central 
as opposed to getting rid of 85 per cent through a 
deposit in the bank. There may be a little margin 
where you may find it more convenient for clearance 
purposes, et cetera, where you might find a little 
difference. The big basis of liquidity you have 
to hold in central is the equivalent of a banking 
house. I think this is the way in which they look 


AGNI GC. It is certainly the way in which I myself 
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1 look at it. 
i I have a suspicion that this has not satisfie 
3 you but I do not know if there is anything more I can 
_ say other than this. 
’ COMMISSIONER BROWN: Is there not a basic 
: difference where bank deposits as such are acceptable 
‘ as cash or currency alternatives and I cannot see 
2 that this falls into the same category as far as your 
f central is concerned? 
7 MR. GOUNDREY: This is the question of 
who will accept it. It is quite true that bank cheques 
ae are more easily acceptable now than they used to be, 
si and therefore you can look upon a bank deposit as being 
“ closer to cash than it used to be. 
s COMMISSIONER BROWN: This is because they 
~ are closer to the lenders of last resort? 
u MR. GOUNDREY: No, most of the people who. 
18 


accept my cheque have no idea that the Bank of Montreal 
can borrow from the Bank of Canada. This 1S nop che 
question. At the next stage you may say that ultimatel 
the liquidity of our banking system, subject to various 
little difficulties, is dependent upon and rests in the 
final analysis on the Bank of Canada and this gives 
them, if you like, as tee lender of last resort a source 
of liquidity which other people do not have. But 

I am not sure that this is paramount in the minds of 

the people who look upon these two types of resources 
and I am sure I do not myself look upon my deposit ir. 


the bank as being liquid merely because the Bank of 
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Canada at this time -- at this time, this can be changed 
any time -- 

COMMISSIONER GIBSON: Perhaps it could be 
pointed out that the banks carry quite a large pro- 
portion of cash liquid assets. 

MR. GOUNDREY: So they do. I do not know 
how liquid all these assets are. 

COMMISSIONER BROWN: But the banks do carry 
a large set gaichin pan of cash on a short term basis. 

MR. GOUNDREY: Are you sticking to cash or 
deposits in the Bank of Canada? 

COMMISSIONER BROWN: Till money and deposits 
in the Bank of Canada. 

MR. GOUNDREY: Deposits in the Bank of Canada 
how lzquid are these? This depends upon another 
organization and not the bank that I deal with. 

COMMISSIONER BROWN: I am afraid we will. 
not accept that because the Bank of Canada has the optio 
of creating it. | 

MR. GOUNDREY: I quite agree that the Bank 
of Canada is very, very liquid and as a result of these 
associations with the chartered banking system that 
makes the chartered banking system very, very liquid. 

I do not believe this is why peorle accept my cheques. 

COMMISSIONER GIBSON: I was going to say 
surely you accept deposits with the Bank of Canada 
as cash. The Bank of Canada has the ultimate power 
of creating money legally. 


MR. GOUNDREY: I would not say this had 
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anything to do with the people who accepted my cheques. 
The acceptability of the cheques is quite a different 
matter. 

COMMISSIONER BROWN: You were talking about 
the cash Benoa aie that are retained by, say, the Bank 
of Montreal but on a consolidated basis this is not 
true in the credit union movement, is this not correct? 

‘MR. GOUNDREY: Well, it depends what you 
mean by the consolidated basis in the credit union 
movement -- the centrals? 

COMMISSIONER BROWN: The centrals and their 
members. 

MR. GOUNDREY: For the centrals and the 
members of the centrals? 

COMMISSIONER BROWN: Yes. 

MR. GOUNDREY: Well, this is a slightly 
aifferent proposition. If we look at the central 
as opposed to the bank as a source of funds or my 
liquid assets now it is quite true that if you assume 
that the Bank of Canada is at all times going to keep 
the chartered banking system liquid and that they are 
not going to do this for the credit union movement 
then, of course, there is aifference in theultimate 
liquidity of the group. 

COMMISSIONER GIBSON: But that is not a 
reasonable assumption. 

MR. GOUNDREY: It is not a reasonable 
assumption? 

| COMMISSIONER GIBSON: That the Bank of Canad 


is always going to keep the banks liquid because that 
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is their job, to keep themselves liquid. 

MR. GOUNDREY: And we feel that this is 
our job too, to keep ourselves liquid and I think 
we have been doing this. 

COMMISSIONER BROWN: But not on a consolidated 
basis. 

MR. GOUNDREY: The consolidation basis -- 
again in any case at any time the local credit union 
does not have to deposit anything with the central. 


I mean this is a matter of choice. 
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They will only deposit with the central if they think 
te, Esieliquidia tlbnthey thought.iitewas not liquid, 
no manager of a credit union would put his funds in an 
illiquid place, he would put it in the bank. 
COMMISSIONER BROWN: It is accepted as a 
legal depositor under the Act. 
MR. GOUNDREY: Oh, yes. 
COMMISSIONER BROWN: Let us take British 
Columbia, for an example. It is accepted as a legal 
depositor under the Act. 


MR. GOUNDREY: It is an alternative which is 


open to him, but you do not have to use it unless you 
feel as a manager that it is just as good. 

COMMISSIONER BROWN: Let us look at the | 
1960 figures for British Columiba, just to use some 
figures with out trying to draw concrete conclusions 
from this as far as whether the percentages are right 
or not, but more as a measure of it. 

on page 58 --- 

MR. GOUNDREY: I am sorry, are you in the 
brief? | 

| COMMISSIONER BROWN: In the brief, yes. 
This shows that British Columbia 1 adie eae a had 
$9.4 million in cash. 
ag ieee GOUNDREY: Yes, cash and deposits; including 

deposits with cetnral. 

COMMISSIONER BROWN: That is right. We learn 
in paragraph 112 that of that $9.4 million, $8.7 
million are at central? , 


MR. GOUNDREY: That is right. 
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COMMISSIONER BROWN: So the cash remaining 
with the unions then was $.7 million. 

MR. GOUNDREY: Yes. 

COMMISSIONER BROWN: And there was $1.5 million 
cash in. central? 

MR. GOUNDREY: Yes, 

COMMISSIONER BROWN: The second line of paragrap 
110 shows that. 

MR. GOUNDREY: Yes. 

COMMISSIONER BROWN: So the total cash available 
to the movement was $.7 million plus$1.5, or $2.2 million,| 
Is that arithmetic correct? 

MR, GOUNDREY:° I think so. | 

COMMISSIONER BROWN: Similarly, of the 
investments of the credit unions $2.5 million we learn 
from paragraph 112 that $1.1 million was invested in 
central? 

MR. GOUNDREY: In shares,. yes. 

COMMISSIONER BROWN: oo the sueatee investment 
placed in central was the $1.4 million in the unions © 
plus $1.7 in central, a total of $5.1, so we have the 
$2.2 cash and $3.1 investment which gives $5.3, which is 
about in line with the standard uae you have measured, 
$55. 

MR. GOUNDREY: Yes. This, of course, means 
that you are striking out the assets and liabilities 
and going in the two directions between the centrals. 

COMMISSIONER BROWN: Yes, because we are talking 
about cash available, we are not talking about cash 
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loan. 
MR. GOUNDREY: Yes, this is cash available. 
COMMISSIONER BRWON: Yes, cash available 
in the system. 
MR. GOUNDREY: Do you feel this is low? 
COMMISSIONER BROWN: No, I am just saying, 
to my mind this is a more correct measurement than 
the figures that appear here. I am not saying it 
is low. Iam not saying that at all and I do not 
want anyone to infer that. 
MR, GOUNDREY: I am sorry, I misunderstood 
you. lt is true, if you measure the cash which is 
available here, this is the right way of measuring it. 
COMMISSIONER BROWN: Yes, that is what I wanted. 
MR. GOUNDREY: But cash has nothing to do 
with the over-all liquidity. 
COMMISSIONER BROWN: We will come to that 
after a moment. 
This is the cash that is in the system, you 
will agree with that? 
MR. GOUNDREY: This is the cash which apparently 
we are holding, that is right. 
COMMISSIONER BRWON: Yes, that is what I wanted. 
COMMISS IONER MACKINTOSH: Cash, not total 
liquidity. I would not want to state that cash has 
nothing to do with liquidity. 
MR. GOUNDREY: This is why we accept 
the liquidity of the central bank; these are promises 
to pay by the central bank, and we accept this. 


COMMISSIONER BROWN: In paragraph 130 you 
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refer to fresh sources of liquidity, and these are 
factors which enter into liquidity; the shoréterm 
nature of the loans? 

Miu. 'GOUNDREY.:: Yes. 

COMMISSIONER BROWN: Would you comment as to 
whether you consider this as being liquidity in itself 
or a cps of the necessity for a cash liquidity? 

MR. GOUNDREY: This represents the amount of 
cash you have to have. 

COMMISSIONER BROWN: Yes, that is right. 

MR. GOUNDREY: Whatever meaning we put on 
ligqidity here, if I had as our chartered banks have 
a specific. amount of treasury bills which were going 
to be paid in a very short period, this adds to my 
liquidity, although it does not change my cash position. 

COMMISSIONER BROWN: That is right. 

MR. GOUNDREY: The short-erm nature therefore 
means, in your earlier terms, the amount of cash we 
have to hold in order to have to be liquid is less 
Chan sat 49s had long-term investments. 

COMMISSIONER BROWN: Yes. 

Now then the second one is borrowing power. 

MR+.-GOUNDREY: - Yes, this is... of. course, 
perhaps the greatest source of DLGUIGLEYV AE Or most of 
our financial institutions. 

COMMISSIONER BROWN: But again would you care 
to comment on whether or not this is in fact merely 
an expedient for enabling you to get in funds from 


other sources to which you have right? 


MR. GOUNDREY: No, this means the extent to ee 
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| +) we can still remain perfectly liquid without holding 


~ larger and larger proportions of firm outright cash, 
Y This depends upon the extent to which we can borrow. 


In other words our liquidity is improved in the same 


5 way as at is because of our having short-term paper. 

7 surely, that borrowing power is a short-term expedient? 
8 MR. GOUNDREY: It may not be. We normally 

9 use it this way, yes, but it would be an expediency 

10 on short rather than because of liquidity. All this 

-- is on short, not on long, and the ldquidity needs are 
= matched by our other assets. We do not go on long 

13 liquidity. | 

if COMMISSIONER BROWN: Also the other factor 

15 


6 COMMISSIONER BROWN: Except to this extent, 
surely is that there is no right to borrow within the 
credit union movement from outside the movement? 
MR, GOUNDREY: That is ture, there is usually 
| no right. | . 
| COMMISSIONER BROWN: There is no right to 
| porrow. 

MR » GOUNDREY: No. 

COMMISSIONER BROWN: So this exists only 

so far as you have a privilege? 

MR, GOUNDREY: Well, I am sorry but this is 
true of almost everyone. Practically no one has a 
right to borrow. 

COMMISSIONER BROWN: Except, strangely enough, 
the chartered banks. | 

MR. GOUNDREY: I recognize they have the 


right to borrow. 
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COMMISSIONER BROWN: I was not implying anythin 
wrong with that, but this is another measure, the 
access to the lender of last resort, 

MR. GOUNDREY: It is true, there are other 
Paris who, under existing legislation at this time 
but with no guarantee that this will continue, have: a 
right to borrow. 

COMMISSIONER BROWN: Yes, but this is borrowing 
in the market. 

MR. GOUNDREY: We have never had to use this 
sathurian/dureradate always, of course, moral pressure 
on any individual  - organization within the: movement 
that if someone else gets in trouble, you may have the 
right to borrow from anyone who is in excess. 

COMMISSIONER BROWN: This refers to lines 
of credit with the chartered banks. 

MR, GOUNDREY: Lines of credit we have put 
in in most cases, yes. 

COMMISSIONER BROWN: The third one which I 
find a little difficult in understanding is, having no 
firm obligation to make loans adds to your liquidity. 

MR. GOUNDREY: Yes. Well, in many cases, as 
has ptiiguld inc avucaesakcte sections of the brief, 
there are loans which are paid back, and as loans are 
paid back you become more liquid. It is because of 
the inflow of cash. If you feel, as in the one case 
we mentioned before, Britannia Beach, when it found 
itself in the case of the credit unions and the Copper 
Mine, that the company is going to close up, you may 


decide to get into cash. The way in which you move into 
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or become very Liquid to face this sort of emergency 
is to hold back on loans and have repayments coming 
Ls 

COMMISSIONER BROWN: Surely this is Item 
(a) and not Item (c)? 

MR. BOUNDREY: That is right. Item (a) is 
only part of it. Just as we have no right, HO one 
else has a right to borrow from us. Therefore, we 
could have perhaps grouped (a) and (c) together, but 
(a) is not quite enough by itself. If we had a formal 
obligation to write loans; if we entered into a contrac 
to make loans we would become much less liquid in this 
sense than if we did not have this obligation. 

COMMISSIONER BROWN: Referring to paragraph 
151, this again has qualitative judgment, has it not? 

MR. GOUNDREY: That is right, except that there 
is some evidence of this again in credit unions which 
get into dipeiourties. You do not normally get a 
great rush of members to withdraw shares and deposits. 
This is the big differente between what we were quarrelling 
with Dr. Mackintosh about this morning in respect to 
the American banks in periods of wild runs on the banks. 
The members of credit unions feel a different obligation 
than the depositor in a bank. 

COMMISSIONER BROWN: I would like you to express 
an opinion as to whether this is really increased 
liquidity or really is a factor in the measuring of 
the cash you need to retain? It is not a measure of 
positive liquidity, is it? 


MR. GOUNDREY: I think it is a measure of 
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positive i.quidity given in the amount of cash which 

you are holding, but it also probably means that you 

can reduce the proportion of cash which you have to hold. 
So, if you want to measure it one way you get one answer, 
the other you get the other. Most of our experience 

has been in pretty good times except for some local 

areas when we had difficult times for years and particula 
credit unions got into, difficulties. 

I think you can get some insight into the 
strength of this movement when you talk to the people 
from the Caisses Populaire, because they did go through 
the depression and weathered it very well. This took a 
tremendous amount of individual restraint on the part 
of the members. 

This experience can be shown in other parts 
of the country where credit unions have had to rely upon 
their members to be restrained. 

I think this is a very real factor but I would 
not like to say I could reduc> cash 3 per cent as the 
result of this, as opposed to something else. 

COMMISSIONER LEMAN: Professor, Commissioner 
Brown was discussing the measurement of liquidity there. 
I do not think we should introduce too many vague factors 
in the measurement of the liquidity from the point of 
view of making a financial analysis. 

MR. GOUNDREY: That is true. 

COMMISSIONER LEMAN: He is talking about 


financial analyses. 


Supposing at one point you have not borrowed 


from the chartered bank and you have a certain amount of 
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cash and a certain amount of liquid investment. 

MR. GOUNDREY: Short-term investment. 
COMMISSIONER LEMAN: Now, 
later you have borrowed from the chartered bank. 

MR. GOUNDREY: Yes. 
COMMISSIONER LEMAN: You have X cash in the 
business, how would you measure your liquidity at the 
second point in time as compared to the first point 
in time? 

MR. GOUNDREY: Well, the way in which you 
would normally measure this is to say how much can 
we borrow from the bank? If you say we can borrow 
$6 million, then this sits in the background as a bit: 
of liquidity which we have. When you come along later 
we have already used up $3 million of that. 

COMMISSIONER LEMAN: Yes. 
‘MR. GOUNDREY: We do not have the liquidity 
after we have borrowed that we had before we borrowed. 

COMMISSIONER LEMAN: well, would you deduct 
$ 3 million? 

MR. GOUNDREY: You would from this background 
liquidity, but this does not change your cash liquidity 
position to the same proportion. 

COMMISSIONER LEMAN: We are talking about total 
liquidity. | 

MR. GOUNDREY: Total iiquidity is avery, very 


difficult thing to measure. Cash liquidity is easy 


_to measure but total liquidity is very difficult to 


put «in specific terms. 


COMMISSIONER LEMAN: We cannot pass judgment, 
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Professor, on whether we think your measurements of 
liquidity are adequate or not unless you tell us 
exactly how you measure them. We aoe got to understand 
how it is measured. 

MR. GOUNDREY: Here I have to just reply by 
Saying that you have as a member of the Commission 
someone who does worry about this liquidity month 
to month and year to year. There is no precise measure- 
ment of this. It is an element of judgment on the 
part of the manager. There are certain times when 
you do not feel it is very liquid and there are other 
times when you feel it is very liquid under the same 
set of circumstances. You have less liquidity in one 
time than another frequently because of your expectations. 
if you are a good manager your expectations are pretty 
close and your liquidities are kept in mind. In this 
regard you can use pretty rough and ready measures, 
such ce rate of saleables and marketable securities 
We know they will be less in one week than in another 
week. 

COMMISSIONER LEMAN: Which is the best judge 
of liquidity, the manager of the organization or an 
outsider who looks at the statements of the organization? 

MR. GOUNDREY: If you always had well reasoned 
judgment on the part of the manager and he had an 
intimate knowledge of the concerns of his busiress 
and you knew he was responsible as a manager and could 
act safely; on this premise you would say the manager. 
If you could not take this premise as being always 


true, or dfiwyoucfelt that the manager was unable to 
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take into account certain considerations which the 
outsider could take into account then you might go 
for the: outsider as well. 
COMMISSIONER LEMAN: What I had in mind was tha 
-a few minutes ago you told us that a union would 
not put its liquidity reserves In a central if it 
felt the central was not liquid enough. Supposing 
the central said: I am managing this, why do you not 
Let-me vell you If I am liquid enough or not. 

MR, GOUNDREY: This would not go over very 
well. It is true that you might get an element of 
this, but here again the idea of liquidity has to be 
looked at from two ways. The question as to whether 
or not you will have a runover at central and have 
all their deposits PRR depends on how the deposito 
looks at the central. 

COMMISSIONER BROWN: I think the confusion has 
arisen because you are measuring this in the terms 
that I would measure, and I am looking at liquidity 
as a tangible measurement. 

MR. GOUNDREY: This is something we have to 
admit. You could say the amount of tangible liquidity 
we have to hold is less given certain intangibles than 
otherwise. 

COMMISSIONER BROWN: You are talking about 
liquidity in terms od intangible measure and I am talking 
in terms of objective liquidity. 

MR. GOUNDREY: Yes, this must be matched 
to the needs ron Liquigity. 


COMMISSIONER BROWN: Exactly. 
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MR. GOUNDREY: That is what our chartered 
banks need now in terms of liquidity. Now that we 
have the central bank they need considerably less 
than they would have: needed in the absence of that 
bank. 

COMMISSIONER BROWN: But only at the same 
time operating at some very definite objective measure- 
ment for liquidity. se eae now is, would this 
be suitable in the credit union movement in respect 
to an objective measurement of liquidity? 


MR. GOUNDREY: In many cases we have an 


objective measurement. That is, you must hold a certain 
proportion in a given. form. This is in the statutes. 
It is laid down just as it is in the banks. You must 
hold ifin 7 dertain proportion. 

COMMISSIONER BROWN: My question is, would 
you Sneane this to be a good thing? What would be your 
attitude toward an objective measurement in respect 
to minimum liquidity requirencnts on a consolidated 
basis? 

MR. GOUNDREY: We would object to a measure 
which we thought was meaningless. If you create a 
measurement which has some meaning in terms of the 
way in which the organization functions then I do 
not think we would have much objection. At least, 
I cannot see any reason for an objection. 

COMMISSIONER BROWN: Let us use figures. For 
the sake of argument, in British Columbia it was 
required that on a consolidated basis they must have 


a minimum cash liqudity of X per cent. 
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MR. GOUNDREY: For the credit unions? 

COMMISSIONER BROWN: ‘es. | 

MR. GOUNDREY: Here ene not like to 
hazard a guess because I do not even know what the 
individual credit unions now hold. This is up to 
the manager. He may find he has credit depositors to 
the extent that he does not need to keep eine 
like X dollars in cash. In that event you would just 
be squandering his resources by “enforcing these require 
ments. He may never need this much. 

COMMISSIONER BROWN: That is right. 

MR. GOUNDREY: I am not sure, with the given 
complexity of this, and the complexity of the setup, 
that you could arrive at a figure which would not hurt 
some groups. 

COMMISSIONER BROWN: This exists in other 
finance institutions, that is the point. 

MR, GOUNDREY: Yes, but many other finance 
institutions do this on a consolidated basis. Whereas 
we cannot consolidate. These are autonomous credit 
unions. We are not a head office for anything. We 
cannot direct a certain credit union to give us 
$10,000 of their inflow of cash because we want to 
puv it over here. They would laugh at us. | 

COMMISSIONER BROWN: Well, put it this way -- 

MR. GOUNDREY: Well, they would not laugh eithsr, 
as a matter of fact. , | 

COMMISSIONER BROWN: Well, this in effect 


exists now. If, for example, half of that same liquid 


ratio; the cash liquid required by the central were ee 
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or this privilege of counting the cash in the central 
were taken away, for example? 
MR. GOUNDREY: I do not think taking this 
away would substantially affect the local credit unions, 
except it would affect them to the extent in which 
the funds were used for credit unions purposes. 
COMMISSIONER BROWN: Do you see this as the 
surplus funds above the minimum that would be available? 
MB. GOUNDREY: They may be surplus funds. 
The other thing I think we should be clear on here is tha 
Lt is quite reasonable to expect that a central which 
operates for a whole province maintains a certain type 
of ratio; a certain type of conventional ratio because 
it is dealing with a large number of units, and Leas 
dealing as a single independent operation. 
COMMISSIONER BROWN: I should like to emphasize 
that this is a matter of opinion. This is your opinion? 
MR. GOUNDREY: No. I mean it is m operation 
in itself. When you consolidated,all these credit 
canseasabe really operations. We are looking at them as 
a whole group of independent autonomous organizations. 
We do not do this. I am not sure how this operates, 
because banking is a bit of a mystery to me, but I would 
very much doubt if every single branch bank had the 


proportions which you find in the consolidated sheet. 
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COMMISSIONER BROWN: This is the point. 

MR. GOUNDREY: So the consolidated sheet 
actually meant something because of the relationship 
between the branches. In our case this does not 
mean that. These people are autonomous. You can 
have a good deal of cash and it may be in one of the 
eredait unions and then you will look in this sheet 
and say that according to the consolidated sheet this 
is a nice liquid movement. Tt 1s: not Diquid atnatll. 
I do not think this consolidation has this meaning. 

COMMISSIONER BROWN: Ay, least the will 
be more cash in the system than there is now? 

MR. GOUNDREY: Well, I do not think it 
would mean anything; it would not mean any more 
cash was available to any given credit union. 

COMMISSIONER BROWN: There will be some 
in the system because at the moment -- if every credit 
union put all of their cash in central -- in other 
words, they each put their 5 per Qentewiucentral =— 
and decided they did not need to keep any and central 
only needed 5 per cent of that, there would only be 
.25°0verall. 

MR. GOUNDREY: In cash, yes, Sha 2380 brue’. 
There cannot be any quarrel with adding up the cash, 
that is true, but once again I am not sure just what 
the meaning is. sf you start consolidating unlike 
things and adding them ee 

COMMISSIONER BROWN: Well, you have given 
me your answer that it +senot epracbical. 


COMMISSIONER MACKINTOSH: There is no fault 
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in the consolidation; I think your contention is physically 
that you have sufficient control and influence for the 
two flows, matching assets and liabilities, and that 
you can afford to hold cash or near cash on a much 
lower proportion of Tins than other types of financial 
institutions? 

MR. GOUNDREY: Yes. 

COMMISSIONER MACKINTOSH: That is your basic 
contention? 

MR P-GOUNDREY: ©Si0) LSsthe “pase *--- 

COMMISSIONER MACKINTOSH: It is easy to read 
off a figure of how much cash or near cash you have, 
but your contention is that these flows -- the unevennes 
with which you use your cash to match -- are so controll d 
that you do not need very much cash? Whether that is 
true’ sor Motv., I do not know. 

COMMISSIONER BROWN: This is again the questioning 
of the measurement of the need for the liquidity. 

COMMISSIONER MACKINTOSH: If you were really 
Smart you would not need any cash at all. 

MR. GOUNDREY: You are getting down to the 
amount of till cash which a bank needs because of the 
inflow and outflow of cash, but if you could balance 
these things exactly you would not need any till cash 
at all; the bank would not require any till cash at 
all. | 3 

COMMISSIONER BROWN: This is not a happy 
position. 

- MR.. GOUNDREY: No, you have to hold a few 


coppers underneath the counter. 
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COMMISSIONER BROWN: But there was evidence 
that certain lending institutions do have minimum 
cash requirements? 

MR. GOUNDREY: Yes. 

COMMISSIONER BROWN: And this credit union 
movement -- we saw that it was 15 per cent of the 
present savings deposits. Is the time coming for the 
various reasons that I enunciated, and possibly one or 
two others, when consideration should be given to.the 
ee eters of minimum cash requirements? 

MR. GOUNDREY: I would not like you to 

get the impression that consideration has not been 
given to it. Consideration is being given to this 

by the leagues and the centrals and the association 
pretty regularly, and this has been going on for many 
years and it is not just something that goes on where 

it is big: many of these credit unions were pretty 

big ten years ago and they were concerned then with 
this question and we do not have too much evidence of 
individual credit unions getting into cash difficulties, 
but where they do get into cash difficulties, as we 

say, other methods of keeping them liquid have been 
evolved and developed and the centrals are part of this. 

COMMISSIONER BROWN: This brings up one 
small point on this and I would like to get your 
opinions onsiv. If a credit union has run down in 
cash and requires to raise its cash ratio and it 
borvows from central or central creates a debit on 
its books, this has restored the cash ratio required 


of the credit union? 
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MR. GOUNDREy; As measured, yes. 

COMMISSIONER BROWN: And yet there is no 
additional cash in the system at all? 

MR. GOUNDREY: Well, the system hasn't any 
meanine ii conus Scuses, Chav. is che diiriculty. 

COMMISSIONER BROWN: Put it this way; there 
is no additional till money or bank deposits in the 
System, nothing has happened except the book entries 
and this credit union which was not up to its legal 
requirements is now up to its legal requirements. 

MR. GOUNDREY: We are not talking about 
legal requirements, we are talking about it being 
short of cash. 

COMMISSIONER BROWN: It is short of its 
5 per cent liquid requirement. 

MR. -GOUNDREY:. (ALL prigns.. 50, 10 gets 
cash from the central and central has now loaned it 
Cash. —e— 

COMMISSIONER BROWN: It has a statutory 
requirement of 5 per cent on deposit in a bank for 
central and at the moment because of loans its cash 
on deposit in the bank or in till money is down to 
one per cent and it has no deposit at central. 

Now, to bring its local requirements up 
ig iG Gee cO.say Ghat all vhac 1s, hecessary is for 
Lt. C0 cateucnanact the 4 per cent at central and you have 
created by book entry on central a loan to this credit 
union and a credit to their cash account? 

MR. GOUNDREY: No, it is much more involved 
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COMMISSIONER BROWN: And no cash moves. 

MR. GOUNDREY: One of the very important 
things that would happen here in most cases is that 
you may have an assignment of book accounts, in which 
case central would change its asset holdings. 

COMMISSIONER BROWN: Yes. 

MR. GOUNDREY: And to match up with a 
change in liability. 

COMMISSIONER BROWN: That is right. 

MR. GOUNDREY: But it would usually take 
over some of the -- the assignment, again, of the 
assets. 

This means that as far as that local credit 
union is concerned, assuming it has the legal reserve 
of 5 per cent, and so on, it would have converted from 
illiquid to liquid assets because it can draw on 
central at any time, so it is accordingly the same 
as any organization which is shifting its assets from 
those which are less liquidatle to those which are 
more liquidable. 

COMMISSIONER BROWN: But nobody asks that 
it be taken outside of the system at all. 

MR. GOUNDREY: Not on the first operation. 

COMMISSIONER BROWN: So, the people that 
were not up to their liquid standard are now up to it. 
ig just wanted to get it clear that that was the way it 
was. | | 

MR. GOUNDREY: You must assume that there 
is some excess liquidity somewhere else. Everybody 


cannot be at this stage and one fall below and the whole 
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1 system has to break and you have to get a cash inflow. 
2 If central was at its legal requirement exactly under 
3 the statute and somebody failed terribly and central 


decided to make a loan to allow him to get up to the 
required amount, central would be then below its 
requirements and there would have to be a cash inflow. 


COMMISSIONER BROWN: But only a 5 per cent 


credit on the books. 

MR. GOUNDREY: Whatever is required, yes; 
whatever is required to keep the thing liquid. 

COMMISSIONER BROWN: The other thing on 
which I gather you have had some thoughts is the questio 
of relatively various maturities, on investments, their 
ae ant liquidity and I gather that this is a process 
that is under study and recommendations to the various 
centrals. 

MR. .O.'CONNELL:::-It is. a.continuing study. 

MR. GOUNDREY: It is constantly under study. 
I am not sure if you are referring to a more recent 
study. 

COMMISSIONER BROWN: I think it was mentione 
in here es but I cannot find the particular 
reference. 


MR. GOUNDREY: Well, I am sorry I cannot 


help you out because I cannot --- 

COMMISSIONER BROWN: I think it is paragraph 
12, } 

MR. GOUNDREY: That is true. 


29 COMMISSIONER BROWN: It has been drawn to 


30 my attention that 342 in the summary makes reference to i 
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Now, what has occurred to me as being a little peculiar 
on this is the building up of reserve funds for 
emergencies, but apparently because the emergencies 

are not regarded as being very close there is an 
assumption you can therefore take in illiquid 
securities. 

MR. GOUNDREY: I think in the summary there 
is a statement of the tax of reserves which we are 
holding and sthe -Liquidity.<«--- 

COMMISSIONER BROWN: Where is that? 

MR. GOUNDREY: In the summary, page le 
of the summary, and we have guarantee reserves and 
liquid reserves and the seasonal surpluses. Lt 
is page 12 of the summary. 

When we say that it is under continuing 
study, we mean the various types of reserves and 
the reasons why we are holding the reserves differ 
from one year to the next and from one province to 
the next and actually within the credit unions, and 
you are constantly revising the idea of what is a 
seasonal .surp.lus,,. for .example. Sometimes it is big 
and sometimes small, and sometimes it is needed and 
sometimes it is not needed, and you begin when you 
move -- when you are developing these things you 
begin to get knowledge of what you are doing and slowly 
you begin to develop some knowledge and often perhaps 


you were holding more in a liquid form than you had 


to.nold, I think this is the only sense in which we 


refer to this in this case as being subject to con- 


tinual study and modification. 
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COMMISSIONER BROWN: And this is becoming 
a continuing source of education? 

MR. GOUNDREY: It is a growing source to 
many of the managers, particularly as reserve funds 
grow and they are becoming -- well, let us express 
it this way; they are even seeking much more pro- 
fessional advice from the management of portfolios 
than they previously did. This is becoming common 
throughout the country when any large portfolios are 
being held. 

COMMISSIONER BROWN: In other words, an 
increasing recognition of the difference between the 
investment on reserve funds and his investment per Se. 

MR. GOUNDREY: Some of these reserves carry 
some of the form of investment; this is a peculiarity 
of the terminology and yourguarantee reserves, for 
example, really have a call on them, but there is not 
any likelihood you will be called. Originally you 
think you may have a call on those when you Set those 
reserves up and you build them up so you can call on 
them, and then you discover you have built up a 
reserve that does not have day to day calls. 

In the process of building it up you wonder 
whether or-not your original expectations were reached, 
when in the case of guarantee reserves they have become, 
as far as practice is concerned, subject to practically 
no calls and therefore ail go out then into pretty long 
term investments. 

COMMISSIONER BROWN: But if these are emergency 


reserves, would not one of the points be to bear in mind 
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in building them up that the definition of an emergency 
is that it comes when you least expect it and cannot 
anticipate it? 

MR. GOUNDRY: This is where the centrals 
have come into it and that is that the type of emergency 
which is likely to arise -- the type of emergency which 
is likely to arise in an individual credit union and 
would require a drain on the funds is not likely to also 
be general and therefore, well, if you keep all of this 
in the local you might have to keep their liquid reserve 
all over the place and for the type of emergency you 
are attempting to deal with you do not need all these 
reserves, you can put them all together through the 
centrals:"and “then go"into less “liquid types’ and stilt’, 
as far as each individual credit union is. concerned 
you have sufficient liquidity so that they are perfectly 
liquid as far as the individual group is concerned 
and another central may be able to put them into quite 
long term funds. 

Now, this is dependent upon the type of 
ariehsaeiie yt it is a pool and the pooling of certain types 
of reserves takes away the risk altogether. For some 
of these things that is ahae has happened; there is 
a risk for the individual credit union, but when you 
pool these the risk disappears. Pyniis us a. Soancuarad 
procedure. 

COMMISSIONER LEMAN: I hate to question 
you aAbouc’ this; but LT dor-not think you” can’ be heard 
up there by the audience. 


MR. GOUNDREY: This may be deliberate! 
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To answer your question, if you look at 
the nature of the reserves you will realize the type 
of risk which you are facing and it may be of the 
type which is largely eliminated when you pool iv, 
and therefore if you hold this reserve in centrals -- 
well, it. is a standard insurance type operation. 

COMMISSIONER MACKINTOSH: You need to amend 
that a bit in-so far as your demands on central. occur 
at different times and therefore the same reserve, 
so to speak, can be used to serve various locals and 
the need for liquidity is reduced, but you must take 
into account that the liability to the local is much 
more a demand liability than the liability which the 
local has to its members and a less controlled liability 
because it is the local's reserve. 

MR.sGOUNDREY:’.. That is true. 

COMMISSIONER MACKINTOSH: And in the other 
case it is only the fellow that shares the deposit, 
and so on, and you say you can control this but the 
demand on central is a more -- so to speak -- a more 
liquid demand? 

MR. GOUNDREY: » As far as. -- 

COMMISSIONER MACKINTOSH: And it is the 
opposite to your pooling -- I do not say it is the 
complete opposite, but one is plus and the other 
is minus. 

MR. GOUNDREY: I would not like to give 
the impression on the same matter where we had reserves 
but as. far as the individual act is concerned that this 


is not perfectly liquid. The individual act is so 
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small relative to the total that it is perfectly liquid 
as far-as this man is: concerned. 

COMMISSIONER BROWN: It is a measurement 
of the risk involved in the emergency against which 
you are ate and you have been going through 
a period in the last 20 or 25 years during which there 
have not been any general emergencies and therefore 
there is sometimes a tendency to look at the statistics 
for that period and assume --- 

MR. GOUNDREY: Yes, it is a problem that 
we may have to face, of course, because most Of cour 
Statistics are in this nice glorious period. 

COMMISSIONER BROWN: I wonder just to what 
extent the retention of emergency funds in this form 
is really in the best overall interest? This is a 


very valid question. 
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MR. GOUNDREY: Well, it is also a very valid 
question, but it is not something one can hazard a guess 
on except Meek for the various reasons we have stated 
in the brief we feel our liquidity position, however 
it may appear, and even given the nice times we have 
had in the past -- we have not had uniformly nice 
conditions: We have had credit unions in Elliot Lake 
and Britannia: Beach,and in the Maritimes and in the 
West, and things are not quite as rosy if you start 
looking at the economy as a whole. Taking all these 
factors into account we obviously think these are adequate, 
otherwise we would be incompetent in managing our 


be 
own affairs, and we don't feel we are. We may/over- 


optimistic: That is something you will have mo judge. 


It is not something T would hazard a guess on. 
COMMISSIONER GIBSON: I have a few questions 
on the subject of monetary policy and responses of 
the credit unions to monetary conditions. On page 1le, 
paragraph 257, you give a gencral assessment of the 
main objectives of economic policy as you see them: 
Maintaining a reasonably full level of employment ; 
containing inflation, SCARE economic growth and 
insuring a fair division of the comforts and necessities 
Disc. if ex 
Would you care to say something about the 
priorities in these objectives, and how you would 
stress them under varying conditions? Tet me add perhaps 
that sometimes these objectives appear to be a little 
in conflict, and this is the real problem that arises. 


MR. GOUNDREY: I would suspect almost all of 
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i them are in conflict at different times and certainly 

2 nm some areas they are in conflict. In terms of 

3 priorities we have stated these as social objectives. 

a COMMISSIONER GIBSON: Well, they are objectives 
SS) of monetary policy; you aay they fit into the capital ~ 
6] market system. 

7 MR. GOUNDREY: We say that a proper functioning 
8| of the capital market is essential to this, but in 

9 terms of priorities we have at different times -- some 
10 of these become more or less important. In other words, 
il containing inflation may be the crucial objective 

12 at one time, in which case we would expect monetary 

13 and fiscal policy at that rc 

14 COMMISSIONER GIBSON: Perhaps the other 

15| objectives lose a little bit if this is the really urgent 
16| problem at the moment, and similarly if the most urgent 
17 problem were serious unemployment, do you see the other 
18 objectives bending a little bit? 

19 ‘MR. GOUNDREY: That is right. 
20 COMMISSIONER GIBSON: So you don't regard any 

21 of these things as absolute; they are desirable, put 

22| you have to look at the circumstances? 


23 MR. GOUNDREY: That is true. It is, however, 


24 also a part of our contention that you should not 

25|| unnecessarily restrict any of these other objectives. 
26 In other words, it is very fine to say in a period of 
27|| unemployment or a period of inflation, "Inflation is 

28| the burning issue.” There should be techniques of 

29 controlling inflation without at the same time imposing 


30 a tremendous increase in unemployment, and so on. 
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COMMISSIONER GIBSON: I think that is a generally 
agreed approach if one can do it. 

MR. GOUNDREY: Well, we have high hopes this 
WLil bez done 

COMMISSIONER GIBSON: What about ne business 
of fair distribution and division of comforts and 
necessities: How do you judge Nhat re? 

MR. GOUNDREY: If you are asking me --- 

THE CHAIRMAN: That answer might stand until 
after a short adjournment. 
--- Short recess. 

THE CHAIRMAN: We will now resume. 

COMMISSIONER GIBSON: Mr. Chairman, I won't 
press my last question. 

MR. GOUNDREY: It was a very unfair one, yes. 

COMMISSIONER GIBSON: There isn't any auawer 
to it, anyhow. The inference or the statement in the 
brief -- one of the statements at paragraph e70 is 
to the effect. that the credit unions increase savings. 
Professor Goundrey gave us a very interesting statement 
this morning about how a credit union works and quite 
a bit about the philosophy of a credit union -- how, 
in effect, it led people to use liquid resources they 
otherwise would not use and therefore gave them greater 
liquidity than they otherwise would have bad ica DOV ou 
really contend the increase in savings does not simply 
mobilize the existing resources more effectively. 

MR. GOUNDREY: The example I gave this morning 
was not designed to show there would be an increase 


of savings in the traditional sense, Dutewim s&he,real | 
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sense there would be a deviation from what has shown 
up in any measure. As far as the increase in savings 

is concerned, taken bVatuselig Lithaakc it. leysare to 

say that the actual volume of savings is greater than 

it would be:in the absence of this.institution, and 

it is in this sense we say it has increased. It may 

be also at the same time mobilized and they may, in 
fact, go into different areas than it would otherwise 

ZO Withousacmedit.unions,sand Iv.think, most.of. those 
people who have worked from the beginnings with the 
credit unions find that even where the so-called savings 
accounts are used more just to deposit your monthly 
income and you spend it every month, there is a tendency 
for a small residual to grow, and this may be even 
unplanned Savings. Then we have the budget procedures 
and here again one should perhaps remember originally, 
when credit unions began, you could not just become 

a member of one. There was almost an indoctrination 
process, and that throughout the whole history of the 
Small parochial, rural credit unions -- and it may be 
true of some of the larger ones as well even now i 
Chere is.a substantial amount of budgetary advice given. 
People who get themselves into a financial mess are 
instructed on how to get out of it, and the credit union 
helps them, and in some cases puts them on a regular — 
budget. There are cases which have been referred to 
you, and I think one was presented in the evidence where 
the credit union actually took over a man's pay cheque 
and put him on a rigid budget and paid off his utility 


bills and allowed him so much for food, and so on. 
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1 You do get a good deal of this, particularly in the 


2 Small integrated units. This is where probably more 


savings are mobilized than you would otherwise have. 
A COMMISSIONER GIBSON: Where more real saving 
5 probably occurs? 

6 MR. GOUNDREY: More real saving. We are not 
7 concerned really with the function -- the purposes to 
8 which the savings are site ¢ 

9 COMMISSIONER GIBSON: No, I understand that. 
10 MR. GOUNDREY: I think this is probably -- 


11 we'"wourd=consider "this*fair’. 
12 COMMISSIONER GIBSON: This, of course, is part 
of your philosophy, to deveiop a habit of thrift and 
planning ahead. What happens to these savings? Does 
this stimulate consumption of investment, or is it 
mainly in the durable consumer area? 

MR. GOUNDREY: Here again there is so much 
diversity one hates to be dogmatic, but obviously it 
is undoubtedly true that individuals who feel they 
need consumer credit use these savings for consumer 
credit and consumption is thereby increased in the 
short run. This really is a matter of judgment as to 
whether it should or should not be done. This matter 
of judgment has to be something called "in the national 
interest" or the "social interest" because the individual 
obviously thinks this is what he wants more than somethin 
else, 

COMMISSIONER GIBSON: I was not asking whether 


it should or should not be. 


MR. GOUNDREY: In different areas it is quite 
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different and at different periods it is quite different 

In some of the producers! co-operatives -- credit unions 

in areas where you get primary producers, the proportion 

of loans which goes into working capital and equipment 

and machinery and into holidays and perhaps into 

education loans is quite substantial and quite significant. 
In other areas the bulk of the loans may be for consumption. 
There is really too much difference to say too much 


about it, except the composition has changed. I think 


4n the Saskatchewan case, where we do have perhaps the 
only really good set of statistics on credit unions 

tn Canada -- this is really the best set of statistics 
you have -- it has gone on long enough that you can 
see the pattern, and that pattern is filed as part 

of the exhibit. 

COMMISSIONER GIBSON: Would you say the existenc 
and development of the credit union movement adds to 
the stability of demand in the economy? Is it counter- 
Cvetacan . oe has it any characteristics of that kind? 

MR. GOUNDREY: It is counter-cyclical in one 
sense, and that is that in periods of booming economic 

conditions you tend to get an inflow of savings into 
the credit union. So that, in that sense part of the 
boom is cut off in savings. Then, without going ‘into 
the whole mechanism of this, because loans and deposits 
and shares tend to be balanced, except by liquidity 
reserves and the amounts we have to hold, you can't 
really say it makes much difference to the flow of 
expenditures, although it may indirectly at this time. 


But it does perhaps mean that a different order of needs 
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are being peered: or wants are being served, because 
an individual who does decide to save who would not 
otherwise save makes his funds available for somebody 
else. It appears to be more in the case of the 
intermediary in this sense. 

COMMISSIONER GIBSON: Don't all loans tend 
to increase in periods of strong demand and active 
business and tend to increase perhaps a little more 
when money is getting tight? In looking at the figures 
for some of the provinces this certainly is the 
conclusion one could draw at times. 

MR, GOUNDREY: Yes, this is again the sort 
of thing which we have beer concerned with, of course -- 
not as a national association, because --- 

COMMISSIONER GIBSON: I am putting it to you 
as a national question from the standpoint of monetary 
poLiey. 

MR. GOUNDREY: As far as the individual credit 
union is concerned, the inflew of shares and deposits 
tends to move out again in the way of loans, and 
therefore the ‘added savings we do are not recessarily 
cutting down the booms. We expect savings to respond 
to booms, and employment, and prospects of employment, 
and so on, and the volume of loans will tend to follow 
this, so we tend to follow along the pattern of 
general economic activity. 

COMMISSIONER GIBSON: Is there much effort 
to attract more savings when times are good? Is there 
much increase in interest rates and that sort of thing? 


MR. GOUNDREY: There again, there is a good dea 


# 


ial 3 . 
o/h ie ee 
i) fe: f A iu 
ha a ‘2 
f } 


pels FU hath 4 Jl 
n 7 4 7} 7 . 
9 yy) 4! had ie v 
+ & : 


b et had ee 


a a 
nail wf 
TN , P a 
; rian-¢ ki Wy. 
ws ‘ Salad My 
2 | eins Na ek halen ay baie ci 8 


Deny. i autengnlpanages 
| 
| 


ib ‘s ‘oS 4 Bl, n 
= i Pr ha ts ew 
eh idea eal ies , Sas, A ( iy \ 


even yen 8 eased ‘ 
mecuant acid Be: mattodl i ae aan 
iv: ab Rinbemes. aad : si 
“aan enn 


died sao nihege et janes sth yt : 


er nr rN eel hf ( 
om sonst sant) 


+ s8npoo to .hbw benssonos gepdet pi | 


a net eH a ee 


HOY Os dt gotdyoq ma lL :MOReED AaMOrRemMOS 


. Umsyotom to tatoghiasa ort goat) ne oe 


WOM apt en 
qn AB Ne aD Nia : Maree : We Tats 
iy a el We i 4 Tey f an Whi Af 
sa ri ‘ his rps j ii 7 ‘nel hy ‘i { : 


oy 


. YAlIsrso0 Jor ems ob ow SQrEV Se a ae orotate | 
| bmoges ot sxatyas Tenney: ow <amood ade ewok, aalvduo 
emntolqus to stooqadig Snes, Tnoavolame bas ‘easood, ot 
| WORLo tet Base fLiw Sanne to .saLov edd bam 908 bas . fe 


te ates3egq ede guels walter ©? Boss, ew 08 .2try ie 


eae 


Ae ie 


les Oe: 


tyoite doum etedy ab. emOREtO- ‘saree. 
otenle 22. hoon ots acme saad 
Cpabad. to ton seas “bas saan ¢ 
6 Boog 6 a. onosid , 


Ae i 


OOS a 
ra tt i) N. Be 
| é 5) Nethercut € Young - 3219 - 


Toronto, Ontario 


of difference between individual operations, but in 
general the interest rates tend to be pretty inflexible. 

| COMMISSIONZ R GIBSON: ‘They are very sticky, 
aren't they? 

MR. GOUNDREY: They are very, very sticky. 

COMMISSIONER GIBSON: They don't seem to 
respond too ick to changes in conditions? 

MR. GOUNDREY: That is as far as the individual 
credit union is concerned; this is true. 

COMMISSIONER GIBSON: But do you see a pattern 
looking at all of them -- the whole movement? 

MR. GOUNDREY: No, but you do find that the 
centrals tend to be a little more aware of interest 
rates than the membership. The problem here is that 
within the membership the savings are used among the 
members. There is pretty much a lack of mobility of 
funds out of membership. There is not very much going 
in and out. The centrals are one area where you do 
get the funds flowing in ana out, as JI think, again, 
the evidence indicates. The centrals do tend to 
be more conscious of interest rate policies, and changes 
in interest rates, and problems in the capital market, 
and therefore those funds which do flow in and out 
of the membership tend to be brought into relationstip 


with the market. 
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But it is largely through the pte rate I do not 
think anyone can seriously contend that the individual 
members, savers, depositors are very much concerned 
with changes in interest rates in terms of the volume 
of savings. This may not be true of lending and 
particularly when you bump into some of the insti- 
tutions where you are dealing with larger lenders. 
Again there is some evidence that individuals begin 
vie) complain if the borrowing rates go up too much. 
They hold off and you do ration the loans. 

I would not think that for the movement 
as a whole there is much evidence that there has been 
a substantial: shift in the asset portfolios. ne 
do not think the evidence ee -- and we have filed. 
a supplemental indicating this -- —I do not think 
the evidence shows that we have changed significantly 
our asset holdings away from our general bean of 
development in the post war period and therefore we 
do not appear to have been responsive in any way 
in terms of assets. 

A riTectonest (Teens eke rar as he ceneea) 
are concerned, from what I have seen in Looking through 
the evidence and impressions I have got from listening 
to provincial leagues and centrals it does appear that 
there 18 a good deal of evidence that when times are 
good and money is tight and there are two such periods 
in very recent times, that the leagues and credit 
unions tend to go into central far more into central 
ana that these are the times when central, if it does 


use the credit elsewhere, has had to draw it for those 
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; Now, if this is so -- and it is certainly 
: the general impression I got -- this indicates that 
i the central is facilitating the response on the part 
i of the local credit unions at times of tight money. 
This is natural, of course; this is the natural response. 
f They have a better demand for loans, they want to lend 
more and in some cases they borrow from central, the 
” unions a oli from central quite significantly. The 
oP central finds its liquidity has run out and money gets 
ia real tight and it takes advantage of its loaning 
is facilities but-- this ts*not’ anti-cyctlical, ‘this is 
: going with the cycle. 
~ MR, GOUNDREY:* - This’ ‘Ls™true If this’ occurs. 


—COMMISS TONER GIBSON: Do you agree that 
there is a good deal of evidence of the general dmoression 
I just expressed? 

MR. GOUNDREY:*~ No,°I am not sure that i 
can quite accept your point of view. I am uae sure 
that it.is inytimes® of boom;“for- instance,” in which 
monetary policy has been tight. 

COMMISSIONER GIBSON: Let me say I am 
talking about the two periods of tight money only 
that we had in 1956-57 and 1959. Those are really 
the only ones. 

MR. GOUNDREY: In those two cases you do 
find that there is some evidence that the demand for 
loans was greater and that they responded to these 


demands. Now, my impression is -- and here we have 
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people who actually made the decision so that you can 
question them on this -- but my impression from dis- 
cussing it with them and also from the sort of pattern 
which developed throughout the centrals is that a 
large number of these demands were rationed, that they 
did refrain. 

COMMISSIONER GIBSON: In other words, it 
would have been more if they had not restrained it 
aN ss veg 

MR. GOUNDREY: I think that is probably 
Valia. 

COMMISSIONER GIBSON: Yes, they told us 
that several of them told us this. 

MR. GOUNDREY: This was a period of pretty 
heavy demand. Now, here again we must recognize that 
this is a pretty tough horse to try and ride that 
the centrals have with these individual credit unions 
running about. It is not easy to just write to them 
and. eave. Cut ort your Joans . 

COMMISSIONER M\CKINTOSH: You are telling him. 

MR. O'CONNELL: Exactly. 

MR. GOUNDREY: But our basic contention 
has been that to the extent that we have not responded 
and in some ways we have responded, I think -- this 
is clear from the evidence again that there has been 
this rationing process -- there has not been overt 
movement out of bonds or any other type of holdings. 
We have ee been selling bonds in the market 60 increase 


liquidity in order to make loans. We have been selling 
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bonds but we have been doing that regularly for years 
and years so it does not matter. Lt matters, but 
ace in terms of your question. 

COMMISSIONER GIBSON: Well, your response 
has varied in times of very rapid growth. It may be 
that the rate of growth is so rapid in this period 
in some areas that you can see a little evidence 
of any response at all which does not mean that there 
was not a response. I am not arguing that there 
was not, but there is a,certain amount of rationing 
in these eee but the rapidity of the growth 
makes it hard to see it in the figures. 

MR. GOUNDREY: This is true and this has 
happened before in the post war period identified 
also with the ability of the monetary policy to work 
rete eect te and there is lots of evidence that 
monetary policy to the extent that we have been pur- 
suing it has not had the expected result or the length 
of time in which we expected it and sometimes it has 
not had the results we expected at all. There have 
been the developments in the markets and in the types 
of securities which have allowed occasions to come 
which were not foreseen or which were inadequately 
foreseen. 

COMMISSIONER GIBSON: It has bitten in 
much more in one direction than another and one reason 
it has not bitten in is that J think there has been 
a great use of money and no money in the economy. 

This was the purport of the kind of question we are 


asking now. How do you get more response? This is 
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really the BpMt of thing we are searching for. 

MR. GOUNDREY: I think again we attempted 
to answer this in the brief. We feel that to the 
extent, if we have responded to monetary policy in 
a perverse way, which we do not admit in any event, 
partly because -- 

COMMISSIONER GIBSON: You argue that the 
growth. sort of varies it ina way? 

Ma. GOUNDREY2 Yes 5: but i is” awiuliy hard 
to know what monetary policy is or was. It is one 
thing to say that a central ina period of tight money 
is making loans and going out to the bank to borrow 
money. You can loan if no one tells them that there 
is tight money. 


COMMISSIONER GIBSON: How do they feel 


the effects of it? ft am not trying to develop an 


argument that there was a response. Some way it 
all comes in the market system. Lh Pact. a. Lou 

of people try to avoid responding and their efforts 
to avoid responding create other results, but it is 


a -Guescinn- of whavwin fact yourdo) do and Af vou’ tel’) 


us a little bit about the kind of thing that centrals 


did when money was tight and the kind of thing that 
the actual credit unions themselves did when they 
Saw their liquidity getting extremely slim, this would 
be very interesting. 

MR. GOUNDREY: Before I answer this, can 
I answer one more question and then I will turn it 


Over to the people who actually made the decisions 
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(there are three of them here) and that is one where 
we had response on the inflow of cash. If monetary 
policy begins to pinch out the rate of growth the 
inflow in shares and deposits falls because we are 
very responsive to people's income and expectations 
of income et cetera. We may lag a bit but in this 
way we do respond. 

COMMISSIONER GIBSON: This would be in 
times of boom? 

MR. GOUNDREY: This may mean the monetary 
policy is awfully hard to keep level. Sometimes you 
get a boom going but there is this response. In 
terms of the other I think Mr. O'Connell might direct 
you to whoever made these decisions. They never 
ask me. 

MR. O'CONNELL: Mr. Johnson, will you take 
some time on this, please? 

| MR. JOHNSON: Well, in answering the questio 
as to what we did at a certain period of time I will 
have to speak largely from memory, I think. 

During the 1959 era of tight money I think, 
as we explained to the Commission at the hearing in 
Regina*.-- 

COMMISSIONER GIBSON: Mr. Johnson, we do 


not want you to feel you have to go over the same 


ground again. If it is on the record you might make 
a general comment. 

MR. JOHNSON: Well, my general comment would 
be this, that we tend to warn the credit unions 


particularly about the situation as we see it and the 
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need tor conserving their resources for the use of 
theirpresent members. We discourage them from 
accepting applications for membership or applications 
for loans from people who had been normally borrowing 
from other institutions because we feel an action of 
this. type would be contrary to the well-being of 

the whole economy. 

: We have evidence that the credit unions 
have responded to the advice which we have given them 
and that they have curtailed loans during that period. 
They have certainly curtailed applications from people 
outside the movement who had not been members of the 
movement up to that time. It is pretty hard to measure 
this in dollars and cents because when you look at 
the figures and see what, actually takes place ina 
certain period of time there are so many Peerors that 
enter into the whole picture that it is difficult to 
say whether this is a result of this or the Lp of 
Something else. I think that is about all Aine comment 
I have at the moment. 

COMMISSIONER GIBSON: Would you care to say 
a word about what does a local credit union do when 
it finds its demand for loans is strong and exceeds 
the deposits and payments for shares that are coming 
in? It first, DI take it, goes to: the: central, does 
it, and gets a loan? 

MR. JOHNSON: Well, I think I can only 
speak, Mr. Gibson, from our experience in Saskatchewan. 


Our whole set up and relations with the credit union 


VSt. OF Sxso Woy HiioW ERED AmiOTBeIMNOD When - | 


OS Sette 
ae. oe % 


me 


Say Tey pe ial z Beers ; aye | 
.bolveg tans antub pee, peitsiaoa oved 4 yond. ee * i- 
Sed Ra de CE: 
SrqeoR mont amonta silage bestsbewo wees | o avert Ne 
pen uf gy ¥ sae a ¥ 


ort to exedudm deed You bed ont soem oad opnad 
Aa in 
siasen o¢ based Yitauq et a," vemne acts ‘Ot. qw ar 


eoeielie Ate aL 
#6 stool uOy asd oavesed naan: ‘bie ereilob nt Coe 


if 


ah mah © 


B Gi eoalyg asdet vileuicos torte 98 bas somali ort 
el , a i a 
tett etosost yiam oa ets onedy, mcikd 0 ‘borteq atesres AT 


Qo Uiworttib. ar tf feris ouciota stone ‘edt oat todas ne 
ho ‘Sueer eld so etd? Yo aluees @ ab aide sertdedw: we 


" a are 
Iasmwos sid Lig steds al 3 acta ‘gated Rg, sents antdsome Ree Gm 


. taser ode ‘ts oved eas 


Sorw Of f 1S EROER. Level 8 aegb. tctw tuods. brow a 7 
ebseoxs bas 3007 28 bi easol to% ae adh’ dhnee ab 


aniags ets Sens satel “0% adrseresg bon eagype b ons 
ae LPN rd 

Gs0b ,isiiaes sdt o¢ aesey . dL saat I dent a , tabl 3 

; san 

, inva) 5 er eS 8a iP (ead of ; 

Taaol ® ste pees 


ee [Ss 
Vino apo I satdd I “thee :MORMHOT me 7 ae 


oS 
me ry 


panne eee ne sorelieque “<0 north it 
hobo uibeto en’ dttw anottsion. ce ite 
ca ee a ii ah i 


ry 


Nethercut & Young 32 o7 


Terento, Ontario 


movement is somewhat different from what it is in 


other areas. Almost every credit union in the province 
of Saskatchewan uses the co-operative credit society 
as its central depository, both for its long term 
investments to a large extent and almost exclusively 
for its short term deposits with the result that a 
credit unionin borrowing from the Saskatchewn co-operative 
eredit society almost invariably is borrowing the money 
that ib has on deposit with us either by way of shares 
or deposits. 

COMMISSIONER GIBSON: It does not go beyond 
that? 

MR. JOHNSON: Very rarely does it go beyond 
that. | 

COMMISSIONER GIBSON: What do you say to 
them when it starts to get close to the limit? 

MR. JOHNSON: W,1l1, we say: "You had better 
watch your step, we think you are going off base here 
and we think your lending activities are beyond your 
capacity". 

COMMISSIONER GIBSON: , Do they reach that 
conclusion themselves quite frequently without you 
having to tell them? 

MR. JOHNSON: They do at times. There are 
other times when we have to tell them that we feel that 
their loaning activity is beyond their capacity 
depending again, of course, on the type of management 
the credit union has. 

COMMISSIONER GIBSON: There is a certain 


amount of variation among them? 
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MR: JOHNSON: Oh, there certainly is. 
We would not deny that for a moment. As> I sayiL 
am only speaking from my experience in the Saskatchewan 
co-operative credit society and the credit unions | 
which are its members. I am wondering whether the 
Commission would care to hear the experiences which 
my colleagues have had in their various areas of 
operation. 

COMMISSIONER GIBSON: \I think it would be 
very interesting, Mr. Johnson, if they would just 
speak to those two points, what happens when there 
is a heavy demand in the credit union and what does 
the central do in relation to that demand. 

MR. ROBINSON: When there is a heavy 
demand the credit union, not having sufficient funds, 
Will attempt to borrow from central credit union. 

If it is not operating a chequing service and a demand 
withdrawal service among its members, then they may 
borrow the maximum permitted by the act and we would 

in ordinary conditions go along with it. If they 

are in a position where they have deposit withdrawals 

on occasion then we would curtail that maximum borrowing 
to meet the loan demands. 

COMMISSIONER GIBSON: Would you start saying 
to them before they approached their maximum: "Look, 
you had better check your lending activities acai? 
MR. ROBINSON: We would do that, yes, 
and aS we shOWed in our submission earlier in the year 


away back in 1959 we sent a letter to them when the 
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time came that our ability to borrow had been reduced. 
MR, JOHNSON: Would you care to comment? 

MR. BEST: I say the same thing, Mr. Chairma 
in Ontario at least with members of the Ontario Co- 
operative Credit Society and in fact in our brief we 
have attempted to give evidence of that. First of 
all, on the two points Mr. Gibson has questinned us 
on what did the local credit unions do, I think they 
Start stockpiling the loan applications. There is 
all kinds of evidence of. that. 

COMMISSIONER GIBSON: They start stock- 
piling them? They just say: "You have to wait a while 
Go get your loan.d? 

ebIRefBESi4 aYess thes creddatountonsy;« thas 

is correct, but first of all they would have attempted 
to use whatever resources there were and one of them 
would be borrowing from co-op credit. Normally, we 
would loan them up to 50 per cent of their a aire 
capital. In times of stringency we have cut it back: 
to 25 per cent of the unmatured capital and we would 
say: "Sorry, no more lending". 

COMMISSIONER GIBSON: If the demands for 
loans are strong ina credit union then it ought 
to go pretty quickly up to the maximum amount which 
it can get from you or is it a fairly gradual process 
and are they a little less anxious to borrow each time 
they come to you? 

MR. BEST: I would say it was gradual 


usually unless the tight money comes at the same time 
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as a seasonal demand. If you have got both those 
Situations happening at the same time then the demand 
is going to be at a much more rapid rate. 

COMMISSIONER BROWN: Is there any tendency 
for the credit union which has the higher calibre of 
manager to move quickly as soon as there is any evidenc 
of a possible curtailment of loans and to make sure 
that they get enough money to look after their require- 
ments. 

MR. JOHNSON: There 18 no evidence of that 
at.ai. as lar as we.aré concerned. 

Mi Bol: + Nom do we. 

MR. O'CONNELL: 1 believe there is on the 
local level of some areas credit unions where the 
lending activity of the credit union is not that 
easily completed. The usual method is almost a complet 
cessation of loaning activities Tor the time, Lletvtitic 
their repayments come in to take care of their Beata 
class of withdrawals of savings and Subse tetas short 
term small credit loans for any of the larger type of 
loans that they would have and postponing those types 
of application until such time as they build up a 
reserve. 

COMMISSIONER GIBSON: One of the suggestions 
that you make iS you thought of a confidential memorandu 
of communication with the central bank to go around 
at times that money is rather tight or perhaps easy. 


I think the context was in the period when it was tight. 
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1 Suppose you get: a memorandum like this, and we better 
2 define what "you" is, do you envisage going to the 
3 centrals? 
4 MR. GOUNDREY: No, the central and the C.C.C.S. 
5 You cannot talk about confidential memoranda going to 
6| thousands of people. 
7 COMMISSIONER GIBSON: Supposing central got 
8 such a memorandum and the memorandum said: Money is 
9 tight, cut back on your lending. What would they do? 
10| What would be practicable for them to do? I do not 
11 question their good will, but what could they do in 
i2| these circumstances? 
13 MR. GOUNDREY: They could, of course, restrict 
14/ all loans to members. Again, I think there is good 
15| evidence in the sort of thing which was done in 
16 British Columbia. That is, you merely write to all the 
17 credit unions and say: We are not going tobe able to 
18|| make you any loans, therefore you are going to have to 
19|| balance ae own deposits against your inflow. You cannot 
20|| depend upon us. 
21 COMMISSIONER GIBSON: I, other words, if they 
22 naiadad the message and thought it was a proper suggestion, 
23| and it was in the national interest, they would get after 
24|| the credit unions fairly quickly and say: You cannot 
25|| depend on us? 
26 MR. GOUNDREY: Yes. I very much doubt if you 
27|| could expect them to write to the individual credit 
28 | unions and say: Cut back your loans. The point is 
29| that in as far as the central operates, it would make | 
30 | 


it impossible for the individual credit unions to make 
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loans over and above the resources that were coming 
in to them. This would check it. 
COMMISSIONER GIBSON: Yes. 
MR. GOUNDREY: So you would not get any of 
this sort of thing. 
There is one thing that causes difficulty 
particularly in regard to the statistics here. That 
is that within the credit union movement sometimes it 
takes quite a little while to get loans initiated. 
There are credit committees and that sort of thing, 
and quite frequently you will find an: individual 
credit union committing itself to making loans that are 
not going to be made for six months. They would have 
to consider daictane off that type of loan and creating 
a breach with the member. Therefore you have got a 
lag of response under the circumstances. 
. Oytside of that, the only other thing we couid 
s 

say /chat these extra loans over and above the inf Low 

to the local credit unions should be discontinued. 

COMMISSIONER GIBSON: “The people receiving 
this communication might not agree with it. They might 
consider the judgment of the people sending it out 
as not as good as their own. Mr. Johnson might say 
that this fellow does not know what he is talking about 
and Mr. Robinson might agree with him. 

COMMISSIONER BROWN: Or they might say that 
this applies to the rest of Canada but does not apply 
to them. 

COMMISSIONER GIBSON: It may not apply to 


British -Columbia. 
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Fi MR. GOUNDREY: I am inclined to think that 
2 if this memorandum came from the Governor of the Bank 


3 of Canada they would think it came in good faith and 

4 therfore this was the best method. 

5 COMMISSIONER GIBSON: There is no question 

6 of it coming in good faith, but people often question 
7 other people's judgment when that judgment asks them 

8 to do something that is against their interests as 

9 they see them at the time. 


10 MR. GOUNDREY: Well, here again I am sorry. 


il This brief also includes some statements of this sort. 
12 That is what these people would do. They would follow 
13 the advice, and they have said so. Other than saying 

14 that I do not know what I can say. 

15 MR. JOHNSON: I should like to make one comment 
16 here, Mr. Chairman. I think it is true to say, and 

17 I think certainly the Commission will recognize this, 

18 that the basis upon which our central organizations 

19 have grown to the size which vney are at the present 

20 time is largely as a result of the confidence of the 

21 people at the local level; confidence of the credit 

22| unions in the central organization based on the 

23|| experience which they have had with them over the . 

24 period of many years. 

25 ._ This confidence is not only in respect to the 
26|/ handling of funds. I think the confidence extends to 

27 that area of advice to the credit union regarding various 
28| other activities. I feel that when the central in 


29 any province gives advice to a creditunion, whether 


30 they are bound to follow it or not, they take this 
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advice, generally speaking pretty seriously. 

COMMISSIONER LEMAN: This morning at some 
point during the sp -- I do not know exactly 
what we were discussing then -- there was mention made 
of the fact that credit unions operated on very, very 
small margins, or very small spreads. I think someone 
mentioned a fraction of a per cent. I should like to 
have an idea of the typical local union. 

We have heard a lot through our examination 
of provincial centrals and leagues about the use of 
the one per cent month loan rate for loan members. 
Starting from that loan rate as being the gross income 
of the local how would the various elements of outgo 
shape up in relation to the 12 per cent? 

MR. GOUNDREY: I would like to leave this to 
someone else to answer, except that I would like to 
clarify one point. That is, when I was talking about 
this narrow spread this morning I was indicating the 
very fine calculation which is necessary if you get 
rid of patronage dividends and other ways of getting 
rid of the gross spread that yw have. In other words 
if the gross spread comes to be looked upon as income 
you would have to cut this rate down very narrow, and 
this would involve a difficult proposition. That which 
goes into the undivided reserve surplus is a negligible 
proportion of the total. 

COMMISSIONER LEMAN: Let us start from the 
12 per cent figure. You cannot earn le per cent on 
all your assets, obviously, so what would be fair 


to think about as the gross figure to start from if you 
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want to stay with percentages instead of getting mixed 
up with absolute dollar figures? Would it be fair to 
talk about a 10 per cent gross? 

MR. GOUNDREY: Here again the procedure differs 
from credit union to credit union. Some of them do. 
not pay in fact patronage dividends but give savings 
immediately on the loans. When this happens in respect 
to the normal type of short-term pakesualenn there is 
a tendency to cut it down to around 9+ per cent, or 
9.5 per cent gross. 

COMMISS TONER LEMAN: 10 per cent is a little 
bit high? 

MR. GOUNDREY: I would say that 10 per cent 
is high, yes. 

COMMESS TONER LEMAN: Let us try 93 per cent 
thea, What are the costs associated with. that 9 per 


cent? aut other. hit how do we break the 94 per cent 


"down to: zero? 


wR. -GOUNDRRY: Welt, vhe. simplest way to answer 


| this is, if at is mh ahd de ated, ld filing the auditor's report 


; for the British Columbia central in which there is a 


breakdown of the. income. dollar. 


COMMISSIONER ‘TEMAN: I am winktng: of the local 


“anion per: 


(Lie 
are not atanlable with these. I think your secretary 
or research staff will have found out that the statistics| 
in this area are not. very adequate. I think he has had 
filed with him, Mr. Leman, a number of annual financial 


Statements. If he does not have them we can probably 
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make those available. 

It may be possible to make some analysis but 
in the time we had to prepare the brief we were unable 
to make an analysis in any meaningful way for the whole 
country. So that any figure we could come UP.with now 
I am afraid would not be very helpful. 

COMMISSIONER LEMAN: I do not want the arithmetilc 
average or anything like, I just asked what was typical. 
There must be some of you who are sufficiently familiar 
with the typical situation to give me a rough breakdown. 
The staff will do some research in regard to this later, 
but I should like to have a rough idea of how the 943 
per ae breaks down to zero. It must get there somehow. 
Let us get it down to zero by steps. 

MR. GAULEY: May I sugest that in some areas 
we have considered 8 per cent as the charge. As long 
as it is taken as a gross of 8 per cent I can give you 
a breakdown. 

There is the cost of the money to the credit 
union which is 3 per cent, or roughly 33 per cent. They 
must pay for two kinds of insurance and this cost will 
roughly come to 14 pae-cent. This brings you up to about 
5 per cent, and you have somewhere in the neighbourhood 
of 3 per cent operating cost for the credit union. 

That is, paying wages, rent, light and heat. 

Those are very roughly the average figures, 
but I suggest they are about right. 

COMMISSIONER LEMAN: You feel that 3 per cent 
might be about expense portion? 


MR. GAULEY: That is right. 
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1 COMMISSIONER LEMAN: 14 per cent goes for 

2 insurance and accessories, and 3 per cent applies to 

a the cost of money. What is that? 

4 MR. GAULEY: That will be the share dividends. 


COMMISSIONER LEMAN: Does this apply to the 
union that dts both methods of giving rebates on 
loans, or to a union that just gives dividends without 
rebates, or did you start from 8 per cent because you 
had assumed there would vel rebates? 

MR. GAULEY: The credit union I have in mind 
is an industrial credit union. It. has a fair sized 
staff who are members of the union, and the figures 
I have given are fairly accurate. They are from my 
memory. They may pay a very small patronage rebate, 
but. 2tewite bev small. 

MR. O'CONNELL: “one of the difficulties 
involved here is that the traditional 12 per cent rate, 
or 1 per cent rate associated with credit unions in 
respect to their loans is the maximum amount within 
which they legally have to live. There are, however, 

a great number of credit unions that charge a lot less 
than that. The rates fluctuate from something below 

6 per cent, although rarely, to 12 per cent. That ts 
why we perhaps safely average it out as 8 per cent. 

The credit unions in Nova Scotia, for Sap yead iy: operate 
at a lower figure well below the 1 per cent rate. I 
suggest that is why the 8 per cent caluvulation is used. 

I have the feeling, and Mr. Ingram can correct 
29 in this regard since he will probably have more general 


30/ information that the borrowers rebates would be fundamentall: 
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1 in respect to those credit unions that charge the 

2 full 1 per cent. That would make up for the difference. 
3 MR. INGRAM: I may perhaps answer your other 

4 question, Mr. Leman, in a different way. This is a 

5 good simple breakdown. The expenses tend to approximate 
6 50 per cent of the gross income. The average credit 

7 union dividens and rebates approximate a similar amount, 
8 or about 15 per cent, and the reserves amount to between 


9 20 per cent and 25 per cent. These are, of course, 


10 flexible rates, but I suggest to you this is a fairly 


good average situation. 

There are many factors that would tend to 
change these figures substantially. The very nature 
of the operation; whether it is a voluntarily run 
organization or whether it has a sometimes stait...and 
so on. These things I suggest make a great deal of 
difference ,but the example I have given I suggest is 
a fairly good one for your information. 

COMMISSIONER LEMAN: Perhaps we could now 
turn to the C.C.C.S., because time marcnes on. 

In. the 0.C.C.S. brief..at. paragraph, 7. there..is 


a reference to the technical difficulties that prevented 


the joining by Alberta, Nova Scotia and Prince Edward 
Island credit Sele What were these technical 
difficulties? 
MR, JOHNSON: Did you ask what were the 
technical difficulties? 
COMMISSIONER LEMAN: Yes, that prevented these 
epee from joining? 


MR. JOHNSON: Perhaps I should start off by 
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saying that these two organizations -- pardon me, 


did you say Nova Scotia and Prince Edward Island? 

COMMISSIONER LEMAN: The provinces of Alberta, 
Nova Scotia and Prince Edward Island are listed in 
that paragraph in relation to the technical difficulties 
which prevented their joining. 

MR. JOHNSON: Dealing with Nova Scotia first. 
They were one of the original group of centrais which 
advocated the formation of the Canadian Co-operative 
Credit Society, and they originally paid their first 
assessment in share capital to the organization, but 
later on when it was found that they wre operating 
their league or educational organization and their 
central under one directorship and one management, 
and that in this central they had a mortgage department 
which made loans to individuals, it was felt by the 
people who were administering the legislation at that 
time, and still are, that it would be in the interest 
of all concerned if they were to divide the educational 
and the operational features of the organization into 
two areas and , preferably, they would in some manner 
segregate the personal lending feature of their operation 
and place it. another area they would be acceptable. 
This would be desirable before they could become 
eligible for membership in the Caradian Co-operative 
Credit Society. These were, as far as I know, the 
technical difficulties which finally stopped Nova Scotia 
from becoming members of the Canadian Co-operative 
Credit Society. 


As far as Prince Edward Island is concerned, 
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1 I have no first-hand knowledge. 

2 I can give youn the story in respect to 

3] Alberta. It is almost parallel with that of Nova Scotia 
4 in that they were operating in almost exactly the same 


5 way, and the people administering the Act felt that 


6 they would have to change their operations to conform 

7 to a certain pattern before they would become eligible 

8| to become members of the Canadian Co-operative Credit 

9 Society. ca 

10 ; Does that answer your question? 

il MR. GOUNDREY: The ae here is net the 

12 central were making individual credit loans to individuals 
13 in some cases, and also sometimes they carried out 

14 other activities such as printing and promotional 


15 activites. These were not the only things which 
16 were covered by the £ct. In other words, it was a much 


17 broader organization than the provisions of the Act 


18 covered. In order to join they would have had to change 
19 somehow or other their operation. 
20 COMMISSIONER LEMAN: They did not qualify 


21 under Chapter 28? 


22 MR. McMASTER: That is correct. 
23 It should be said, perhaps, that in Alberta 
24 since that time, they have created a central organizatio 


25 which I think is still engaged in making mortgage 
26 loans to credit union members on a longer term basis 


27 than some of the credit unions are able to do. They 


28 have not since seen fit to come in. 
29 In Nova Scotia you still have a lack of the 


30 central type of operation; that is, there are not two 
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institutions there. 
I am sorry that in respect to Prince Edward 
Tsland we are not able to give you any information. 


I think the situation is probably the same there. 
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MR. JOHNSON: Further to the Alberta situati 
which Mr. McMaster has opened up, they are in the pro- 
cess at the present time of dividing their educational 
function from the operational function. However, this 
will not be completed until the next sittings of the 
Alberta legislature when they hope to have an act 
passed enabling the central organization -- that is 
the operational central organization tO become an 
effective, interest. 

COMMISSIONER LEMAN: In paragraph 18 you 
covered what the limitations of membership are for 
the purposes of chapter 28. You say: 

: "The membership is limited by section 4 
(1)(a) co-operatives credit societies 
incorporated by Special Act; 

(b) any co-operative credit society 

declared by Parliament to be eligible 

to become a member of an association;" 
And then: 

"(c) not more than ten co-operative 

corporations (not being co-operative 

credit societies) aera uaa on business 

in two or more provinces; “™ 
What was the purpose of.thas .addition? 

MR. JOHNSON: I believe the purpose of 
it was that again following a similar pattern to the 
one we have in Saskatchewan, the Saskatchewan people 
were somewhat instrumental in bringing about the 
formation of the Canadian Co-operative Credit Societies 


and the idea being that if we found there were surplus 
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funds in the hands of the central organization were 
nop reduired.by the provincial, centrals)--— and by 
centrals I refer to the co-operatives +- these could 
be perhaps loaned to those commercial co-operative 
organizations on a short term basis particularly 
for short term operating capital. This is the 
BUYrpDOse Of. including.the centrals in. 

Perhaps another reason was that these 
centrals were interested in the formation of the 
Canadian Co-operatives Credit Society and they 
Signified their preparedness to supply a certain 
amouncG sOL. whe. initial capitaivin order to. set..up 
the organization. 

MR. McMASTER: I think that I might make 
the comment that this is an extension of the central 
type of organization that you have in those provinces 
where they are incorporated separately that you 
may have in the membership credit unions and other 
corporations of a like co-operative nature. So, 
the limitation of ten may be the thing that is con- 
cerning you rather than the inclusion of it. 

COMMISSIONER LEMAN: What is the issue 
of that limitation; was it the incorporaters who 
asked for it or was it the legislators who decided 
that that was the limitation? 

MR. McMASTER: I rather think it was a 
combination of the two situations; one, that, you had 
t 
some interprovincial associations who were prepared 
to contribute to the capital on the one hand -- not 


the full ten at that time -- and some desire to limit 
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COMMISSIONER LEMANs I do not think we want 
30 


Terente, Ontario 

i ) es 

the number on the part of the administrative group 
i who were dealing with a new extersion of credit union 
: principle in the central field, and they referred to 
ji what you might call a compromise figure and seeing 
: where you would develop from there. At the moment 
: I think there is what, six or seven only? 
} MR. JOHNSON: DL tnink there are six; 
; MR.* MCMASTER: “There: are’ six that are members. 
; MR. JOHNSON: I believe it was a compromise 
se between the administrator -- the people who were 
responsible for administering the Act and the people 
seeking the legislation, but I was not personally 
o involved with it at that time so I cannot say for 
ze certain that is what happened in this case. 
= COMMISSIONER LEMANs: In paragraph 10, the 
o very last sentence of paragraph 10 it is said: 
et "Choice to register or not under the 
18 | 

Act is voluntary.” 

Fs Now, what is meant by that; can they still belorg to 
a it if they are not registered under the Act? 
ae | MR. McMASTER: No, if the central organizatiion | 
o wants to be a member of C.C.C.S. they must qualify 
= and be registered under the Act, but the central is 
a not obliged to be a member of C.C.C.S. It cannot 
#8 register under the Act if it is not a member of C.C.C.S. 
It is voluntary whether they come into the scheme of 
at the Act or not. If they come into the scheme they 
.: must be a member of the C.C.C.S. 
29 


we 
has 


"gritos boa a niet | htne orety 
ogc x id yA conde sont goteves 
i ees tnG Airee s tulte asvee ‘to a tea 


c | - : xte sts ores stent i 


Re ap 
Ritednen Sos. Jade: _ oka wreath raven a 
{ 


ty ope udeieidi oat -—— . seiteedas mb 


- .,) 


7 ee ; 


a 


Si GOosg wt yaya + TNA ‘sat aati sue Atade not lena 


= 
are 


. vilenoe@rtead gon aan t dad natdafazgsl odd 3 
th 


Loe Oe Mike \ if’ t 
‘tok Yaa toomso I oan smit teddy oa SE adtw' shes 


a 


Ei 
.Se8o eit al Be segced ; tart OF tarlt atedise Aa 
; Waly 
: oer ela corti Re ee 
aro a Ws igen (ae LEC Ol Yams i ‘ ji 2eTRO9 : 1 Oa 
| AT 
ee ) 
thirsese ef wi OL fics Tas. 89 < sodesase gael ev “a 
. ad e + y amos w cae! aoa y 
ony tebay Jor tO tadgaiges 33 noted” ck ab Ae a 
: at in 
Pe 8 atnulew at toa y . 


Le 


+ peeled Ifite yveds ceo 2 ceed “e dasem “ ad a Yu 


soh etd seprict peretéenaet tén $26 ‘sit aE an be 


yi wed 
iy 
fo ees 


“ LY c ft afl = aS i is) iy Bee we ids 4 Hi i 
natisetnagto latites sit Tt .on : STE AMON “Fm c sys Pee 


| Mitietp team vert .2.9.9.9 % redeem 8 od of aden -, 
| } ria A 
| end 
| al Lenton edt Jud SoA sad tebe peistatzet iad bas ee 


. ‘tonnBo 2 2.5.9.0 Yo sedmem 8 ed’ oF seatcae's 1 | 


oe 0.0.9 26 seditem s don ah SE TE Yon ode zebaw 9 eter ge | ox: i 
; ey, ee vy 7 j 7 Ke 


So emsdoe apts’ otal shoo. Ysdt redisoaie ¢ 


vad2 emerise re otat smos vans Loh 


Nethercut & Young ite) eae | 


| Terente, Ontario 
i | 
to go over again all the long discussion which we had 
2 
on the approach to liquidity which was discussed earlier; 
3 
however, I am afraid we will have to talk about it 
& 
a little bit because this is the central point that 
5 
seems to emerge from the recommendations which you 
6 
make and the discussion of your ideas on how C.C.C.S. 
7 
should operate. 
8 | 
Following Mr. Brown's questioning on policy 
9 7 
this afternoon, would it be your impression that if 
10 
C.C.C.S. is going to operate to be the holder of the 
il 
reserves of centrals, in other words the holding of 
12 
reserves, that its liquidity -- I will nov ask you 
13 
about the needs for liquidity -- its liquidity position 
14 
by definition should be of a high degree. In other 
15 
words, if Mr. Brown's analogy is the branch of a bank 
16 
and it is not the branch that holds the reservesof 
17 
the bank, the reserves are held at head office and 
18 . 
you can go to head office, that the C.C.C.S. LE AG 
19 
nolds a substantial proportion of the underlying units 
20 
it becomes in a sense a sort of Bank of Canada to them 
pA 
does it not? 
22 
MR. GOUNDREY: Well, I do not want to add 
pe 
anything really to what I said before; I think IL handle 
24 
that pretty well! 
25 
The point here again is that as far as 
26 
provincial centrals are concerned, these must be liquid 
27 
from their point of view. They must be able to draw 
28 | F 
| their funds. This may: or may not entail holding these 
29 


reserves completely liquid. This will depend entirely 
30 
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upon the nature of the claim against it, but we would 
again admit that as you get up towards the tiers -- 
in these tiers -- there would be a tendency for the 
marginal stuff which is in a highly liquid form to 
become greater and greater -- if that is what you 
mean by being more liquid -- but I do not think it 
necessarily follows that the cash ratio has to go 

up as opposed to the highly liquid ratios, but we 

do have this problem of pooling reserves which tends 


to reduce the need for liquidity. This. has to be 


counterbalanced, we admit, but we must not forget 
the pooling of the reserves in the interest merely 
of the other; this would be the position, and as l 
understand the general view -- 
| COMMISSIONER LEMAN: I think that Commissioner 

Brown would be tempted to reconsolidate you through 
the C.C.C.S. to measure the liquidity. However, 
the need for liquidity is a matter of judgment a 
experience? 

MR. GOUNDREY: Yes. 

COMMISSIONER LEMAN: But you are talking 
about measuring the existing liquidity.’ 

MR. GOUNDREY: Well, this is difficult to 
answer, except again to reiterate that the amount 
of cash -- if you want to come back to our cash 
problem -- that the amount of cash that you need 
within an integrated system is less than you need 
in a system which is not integrated because of this 


possibility of being able to get liquidity up and down 
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and this imposes certain dangers which we are aware of 
and have given rise to the provisions in the Act, 
but you get a false picture if you just say how much 
cash is there compared to the total assets. 
COMMISSIONER LEMAN: I would not say how 
much cash Lepthere: | 
MR. GOUNDREY: But generally speaking, I 
would think that the margin of the reserve funds would 
be held in a highly liquid form by C.C.C.S. because 
C.C.C.S. would hope to be able to use --- 
COMMISSIONER LEMAN: More than at central? 
MR. GOUNDREY: Yes, in terms of maturities. 
COMMISSIONER LEMANs: How about that general 
principle? 
MR. GOUNDREY: If there was concern with 
liquidity’ as ere aee to these other things as a 
result of the pooling, then the need for the liquidity 
begins to disappear. It is unfortunate, but BUN oe 
sperbetcon the bottom and work towards the top that 
these ene an aie -- as you get to the top the need 
for liquidity of one kind is falling off and the 
need for liquidity of the other kind is increasing, 
so you do tend to get a slightly different portrelio 
position as you go further up. 
COMMISSIONER LEMAN: Let me give you an 
example. At the end of paragraph 56 you state: 
Sakae reserves and surplus funds 
would be affected but this proposal 


would centralize the investments of 
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"the credit unions through centrals 

Sivirvaw ros AG ulus add oO Lie 

mobility of credit union reserves and 

surplus." 

Now, as I read the word "mobility", to add to the 
mobility of these reserves they have to be -- they 
Will only be mobile if they are not frogen into mobile 
ieee tne is not that corrects; they cannot be 
mobile if they are invested in mortgages? 

MR. GOUNDREY: No, this is not necessarily 
implied in the idea of mobility. Also in the mobility, 
that in selecting your asset holdings at the top in 
C.C.C.S. you may hold and probably will hold quite 
a different range of assets, different types of 
assets than you may hold in other areas. You probably 
will be closer to markets and managing than would be 
the th Beets part of your operations in making short 
term loans, and you would normally expect that the 
portfolios would be quite a bit different in character. 

COMMISSIONER MACKINTOSH: More liquid? 

MR. GOUNDREY: I, fact, even holding the 
same bonds at central, for example, might make them 
more liquid than if you held them in the province 
of the credit unions. This depends on how closely 
you are tied to a rather imperfect capital market. 

COMMISSIONER BROWN: We seem be back 
into this definition of what is liquidity and what is 
not and. we had better get clear on this question of 


the need for liquidity and what is liquidity and again 
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I am getting confused because it could be that if you 
have a:bond it does not matter whether it is here 
or here, it does not change the liquidity of those bonds}. 

MR. GOUNDREY: Oh yes it does, sirs; 1 
spent four years in Newfoundland and there are lots 
of bonds in Newfoundland which are highly illiquid 
whereas in Toronto you can sell them. 

COMMISSIONER BROWN: The same bonds? 

MR. GOUNDREY: Exactly the same bonds. ai 
tried to sell some government of Canada bonds in 
Newfoundland and it took four days; in Toronto it 
would not take half an hour. The market is not 
perfect. | 

COMMISSIONER BROWN: Do you say that it 
depends upon your communications with the market? 

I think that you are taking an extreme example. You 
state as between a central and holdings with C.C.C.S. -- 
I think we have to accept as a definition that the 

bond at central in British Columbia or Newfoundland 

is just. as liquid there as in Toronto. 

MR. GOUNDREY: Well, if you consider 
the actual statement in paragraph 56 it says: 

| "The proposal is that three-fourths 

of their reserve requirements might 

be deposited in the Canadian Co-operative 

Credit Society instead of being invested 

in governmental securities.” 

COMMISSIONER BROWN: I am g0inge back to 


your statement that a bond at C.C.C.S. is more liquid 


anh ean ls al ip ptt _ 


a) 


vives f 
Pad ane pause nar 


ainae 


$Y tend tee vot ad)) :swOme ATUOTZEEMMOD ie 
Sega oct otate BHO.bG 80 beaetenmtog Oy ogy. stones 

OL , SiGitan smexixs me gilded, ot, NOX, Jedd sats a 
8.9.9.9 cd Bie eQ0LhL orf bas Lextage, & ageuted: as oasis | 
odd SSHd notiietiad s ee igang, oa oven ow inky +. 
Suglbovolwel 2a sidewsod SEE Md) Lextnes ts aod 
.otiorel s¢ a6 sends: prupks es sir at a: 

xeblenoo woy ti .fleW s¥SAGHUON . AM at 
Lexee wt oe iqsigsted mt Jnemetete Leutos odd | oe 
addiwot-sexds tedét at Lexogorq edt” A oly he om \ a aay 


4 iv | | ; De: 
SHgia etnemetivpet svieset atedd We cep ae eee F 
; . - f Ps’ . vy) 
eVETSteds-00 gatbaged odd ot betteoged @6..i4 Jiejs coke a 


oetaavit umted to besten ytetook stbexp 
j 4a) 
ey 


4 


" ,estdtavesa isinemrievog Ot. tae - ae ae 
im lef) ll ze 


o3 sesd yAteR ms I 3s aWORE Meee oe ire bi Me 
Sivpll econ at Reds 2 te hight saat 


* a eo) 
ait 


Nethercut & Young - 3250 - 


Terente, Ontario 


than in central? 
MR. GOUNDREY: It is likely to be uriless the 
capital market in the province is as perfect as in 
Gaol os 
COMMISSIONER GIBSON: Surely this is a 
GELV Lae eOLtIU 
Mts GOUNDREY::. “L tnink: 10 is. 
COMMISSIONER GIBSON: Why did you make it? 
Me “GOUNDNOYSs LG 2S “LMpDOrCaho in conn eens 
with centrals and may be important in connection with 
Vie eG ois’. Loao WoC (ku0W NOW criviad LU. 
COMMISSIONER BROWN: I have no comments. 
COMMISSIONER LEMAN: I think we might perhaps 
Cuvon a wiuv le “LIent "on this. Lf che LiquidLsy 
requirements of the system at the various levels 
Shovld be set by law, the cash primary reserves 
and the secondary reserves in the form of liquidity 
as defined in the law, the type of investments et 
cetera -- now, the legislature if it considers that 
tier type of organization it has to take into consideratiion 
the fact that there is this superimposition and if 
the legislature meant that the local should have, 
say, a 5 per cent primary reserve, and a 15 per cent 
Secondary reserve -- it being the total liquidity -- 
it must take into consideration what you have done 
with part or all of that liquidity reserve. Now, 
if by moving this liquidity reserve from one tier 
to the next they are in fact rendered less liquid, 
the legislature has to take it into account? 


MR. GOUNDREY: That is true. 
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COMMISSIONER LEMAN: This is what we 
are trying to get at. If it is required that at 
one level it be the minimum reserve and at another 
level again he states what the reserve is, then 
he should not be circumvented by using one of the 
tiers to go.and make investments that render that 
liquidity pracitcally impossible. 

MR. GOUNDREY: ‘That is a question. Suppose 

I have a primary reserve required of 5 per cent in 
cash: it has it in cash and 15 per cent in securities, 
sovernment securities, if as an alternative to the 
2 Der CSnt in securities I have expended 15 per cent 


already as deposit with central, whether the liquidity 


has been reduced by the tiers on the 15 per cent 
4a central, then the 15 per cent in size does not 
actually apply. 

COMMISSIONER MACKINTOSH: Further from 
that assumption, you have a requirement that central | 
have a certain liquidity, or cash and liquidity and 
that. must be what, 15 per cent? 

MR. GOUNDRY: Yes, 5 and 15. 

COMMISSIONER MACKINTOSH: Then, the central 

15 Der Cent 

15 per cent becomes /of the local 15 per cent, and that 
is on, the assumption that the locals hold liquid 
assets, and if you have a third tier it eee ne: 
15 per cent on 15 per cent on 15 per cent? 

MR. GOUNDRY:. Yes. 

COMMISSIONER LEMAN: It is .3 per cent? 


MR... GOUNDREY* No. -it i8 not .3 pér cent, 
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COMMISSIONER MACKINTOSH: The suggestion 
here is that in that case a super central has to be 
BUDS 22.0010), 

MR. GOUNDREY: It could be more liquid 
than 5/and 15. per cent. 

COMMISSIONER MACKINTOSH: Yes, very 
definitely more liquid because its liability represents 
the whole liquid assets of the system. . Now, that is 
not true actually, because where there is a transfer 
their liability becomes the whole of the liquid assets 
of the system, and if you are going to get the »°oenefit 
of the pool they have got to be pretty fluid so that 
they can move here and there as they are needed; I 
think that is the whole thing. 

COMMISSIONER LEMANs Just now I was 
referring to the mobility. They never have mobility 
if you imagine the concept of having reserves coming 
from one central and with flow back down into another 
central as needed and then out of there again and back. 
If these are tied up in long term debts they will not 
flow. If central calls on C.C.C.S. for accommodation 
at one point, -- it will not help them if you send 
them a bond rather than cash will it? You would not 
Send them a bond and so, you can sell it yourself. 


MR. GOUNDREY: You go ahead and meet your 


customers! demands and you have to keep yourself in 
a position to meet this demand. This is what you have 
vO OO, 


COMMISSIONER LEMAN: We are not trying to 
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measure right here the need for liquidity and the 
change inthe amount of liquidity needed if you allow 
for the benefits of pooling, et cetera; it cannot 

be done in a meeting like this, and what I want to 
do is establish a principle on that. The more you 
tier the more you must buy from liquid at the top 


to maintain the same soundness in the system. 
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MR. GOUNDREY: But there is a proviso, and 
that is aetoy that that within the tiering the pooling 
has not in far wien owda this. to fall off. In other 
words, you can say as we go up the tiers we would have 
to normally remain more liquid if through pooling 
we didn't eliminate any of the needs for liquidity, 
but if you do eliminate them, then no Neneer has it 
to be a pyramid. It may have to be very much wider 
at the top than at the bottom. This is something you 
have to find out from experience. The general principle 
is, given the liquidity position, yes, you have to have 
this sort of situation, but given the possibility 
pooling eliminates the need for liquidity you get this 
sort of position, and the net result is the sum of 
the two. 

COMMISSIONER MACKINTOSH: Yes, but you are not 
allowing for the relevant conditions all at the same 
time. The saving, so to speak, which you make by © 
pooling is at least all taken by this ‘scaling down 
of 15 per cent of 15 per cent. That is the only reason 
why you can have this inverted pyramid. I think that 
takes up at least all that you save by pooling, so 
that the point that the top pool must be more liquid: 
than the hacen: pool remains pretty much untouched. 

MR. GOUNDREY: Yes, the liquidity at the top -- 
there is,of course, some difference as you go through 
the tiers in the liquidity of the liabilities, and 
this tends to complicate things. 

COMMISSIONER MACKINTOSH: Yes, we are arguing 


on the basis we are saying, "These are liquid and these 
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are not". 

MR. GOUNDREY: Tf you have completely liquid 
liabilities so they , in the credit union, can withdraw 
everything and might do this, then you have to have 
a much higher degree of liquidity -- if you have restraints 
on withdrawals as we used to have on savings accounts 
in banks. | 

COMMISSIONER LEMAN: Let us take another 
example. You use in a few spots in the C.C.C.S. brief 
the word "strength". Let us look at paragraph 66. 
There you are talking about the bargaining power that 
C2C CoS) would have with the banking in the matter 
of clearing arrangements. Now, what would be the type 
of strength there that would give you bargaining power? 
Would it be Tigulaivuy, oF eters Su elalgatnd Ox Why © ae aes 

MR. GOUNDREY: Both. 

COMMISSIONER LEMAN: Imagine a completely 
illiquid C.C.C.S.: What bargaining power would ro 
have ? 

MR. GOUNDREY: In this context? 

MR. McMASTER: Isn't this an area which would 
not be related to the liquidity of C.C.C.S.? It would be 
related, if you were talking about clearing privileges, 
to the organizations or representations of all of 
the centrals or the major centrals through the national 
organization. It would facilitate the arrangements 
for clearing. If, on the other hand, you are talking of 
the ability of C.C.C.S. to borrow from the banks, that 
presumably the bank would have due regard to the 


liquidity position and the soundness of the CrOrC So: 
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before it would make any advances at that level. 

WR. JOHNSON: 1 think. we ane referring here, 
Mr. Chairman, ep the negotiations which have already 
taken place between representatives of C.C.C.S. and the 
chartered banks. As I see this, this is simply an 
extension of these negotiations for the future between 
C.C.C.S. and the chartered banks for clearing privileges 
throughout the system. | 

COMMISSIONER LEMAN: May I change the subject 
here for the next question? There is a reference in 
paragraph 70, subsection 3. You expressed some dislike 
for compulsory methods of regulation in the system 
this morning between the centrals and the individual 
local units. Now you imply that the existence of a 


strong C.C.C.S. would -help, through the C.0.C 5S. 


I presume, the federal government to exercise a greater 
degree of regulation, supervision and control as may 

be deemed necessary in the natimal interests. What 

do you visualize in the C.C.0.S. -- some kind of powers 
that you disclaimed for the centrals or the leagues, 

or what? 

MR. McMASTER I think there, Mr. Leman, that 
you need to go back to the beginning of the previms 
page, page 27, of the clause numbered 70, which says: 
"C.C.C.S. agrees with the position of N.A.C.C.U. that 
there is no present need for federal regulation and 
control of provincially incorporated credit unions 
and co-operative credit societies. However, if it 


were deemed necessary in the national interest C.C.C.S. 


could become the instrument whereby ..." -- if npaAat ion) 
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and control in the national interest were necessary 
that you would have a means of dealing with an 
organization that is directly in touch with most of 
the English speaking credit unions, and rather than 
try to regulate the 3,000 member units that because 
of the close relationship, if regulation were necessary 
at this level, 4t would spread its effect down through 
the organization. 

COMMISSIONER LEMAN: I am wondering if you 
are talking about persuasion here, or if you are talking 
about giving C.C.C.S. some actual powers of control 
and regulation in the system? 

MR. McMASTER: Really, what we are saying 
is that while we don't feel control or regulation 
is necessary at that level, and if there were a C.C.C.S. 
there, and if in circumstances that did require in the 
national interest some influence other than just 
moral suasion -- and what sort of regulation that is 
we cannot anticipate -- that uere would be an instrument 
relating to the credit unions by virtue of their 
relationship with each other -- true on a voluntary 
basis -- that a combination of legislation and voluntary 
co-operation could lead to effectively implementing 
national policy without the need to deal with 3,000 
individual units. 

COMMISSIONER LEMAN: I am referred back to 
No. 10 of the summary where there is a summary of your 
recommendations about the Act. What I am groping for 
is, would you be inclined to recommend that there be 


an additional sub-paragraph under 10 which would give 
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some real powers, some real regulatory powers to the 
CIC: 3005 a? 

MR. McMASTER: I would say our position -at the 
present time is that we cannot see this is necessary. 
Tris is our submission and is the submission of 
N.A.C.C.U. also in the present situation or for the 
foreseeable future as we can see it, but if the 
Commission takes a different view, then what we are 
Saying is) that, even with a developed 0.C.0.8., if it 
were allowed to develop in its full measure, and even 
if the Commission at the present time could not foresee 


the ways in which it might be used, that then you would 


have created an instrument that if at some subsequent 
time in the national interest it should be desirable, 

this instrument could be regulated and controlled in a 
manner which would forward the national interest and this 
would tend to have an effect right.down through to the 
local» credit union. 

MR. GOUNDREY: Mr. Ieman, it is important here 
also to remember that not all of the provincial centrals 
are members of C.C.C.S. When they do become members 
of C.C.:¢.S. they: do; in fact, come under. federal 
control. 

COMMISSIONER LEMAN: Of a type, yes. 

MSe)GOUNDREY?® Of at type .W° £2 CsO0C ss? ois not 
very strong, this does not mean very much, so if it 
is deemed to be important that this organization, that 
these second and third tiers be controlled, ©.C.C.5S. 
is already an instrument by which the federal government 


does exercise some regulatory powers. The adequacy 
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is not the question at the moment. The question is, 
if you are in C.C.C.S. you are under some type of 
legislation and control. If all of the provincial 
centrals were members of C.C.C.S. they would all be 
under control without legislating about the provincial 
centrals. 

COMMISSIONER LEMAN: What I am really 
wondering is if you think it would be a great deterrent 
to’ centrals to join C.C.C.S. and register under the 
Act if C.C.C.S. were given certain regulatory powers 
for the system? In other words, I am wondering to what 
extent the autonomy feeling in the system is so strong 
that they are basically refractory to any control. 


MR. GOUNDREY: We are having a little difficult 


MR. O'CONNELL: I think we ought to watch 
we do not have a misunderstanding on that point. 
We are autonomous bodies in the credit union movement, 
whetle r legally or historicaily, but still in all there 
is a great deal of discipline within the credit union 
movement and the locals have always listened to any 
reasonable advice coming down from central organizations 
but they are not subject to it, and they do not want 
that to be the case ever. Because of their autonomy 
they are not likely to go off in wild directions, 
however. I think the context here in the C.C.C.S. 
brief is that by making the C.C.C.S. a more effective 
instrument that this pattern of communicating of 
responsible financial decisions -- if we may call it 


that for want of a better term --vill. introduce an 


“ if a a sia ARN ada. ale: nas “ oo my ih * 

eee ma 1 tate senna sermo8 
a Raed a8 biuow Pt sata, woe ata s 
Jedd wba veverges Beis 58.04 260,906, ‘ie ag 


ae ve ie 
enswog Viotslige: nietseo ‘Gevtg exew .8. 010.0028 ak 1a 


My 


, 
.¥) 
ie 


dariw of sat rabaow ll retito ao smesews (ere 
gators of ef Tans acts ob gotlost wonodus te 


| 
ps el3¢iL os golvent ova eW. tas AM, nee 
| 
} 


doteu of Jtguo. ew Mokdd I bTROOIO: pats tule Re 
JHleg Tens mo acvlocedertebavaty # ovat tom ob a fi 
Ioemavom sodas thbero alt mt aaibod: aromono:as, ors ow. 


siedt Ite mh Litde tod vt Sgotnodand ie vilsget av aitedw i 


a me ee — > 
- is ~~ 7 - 
ad 


| okay 3hhero add hae tw edtlgtoath to feeb daerg 8 et 

| a8 O° Semevall eyewin evan eLaool ent bas’ snousvom | 
piel LS6t2Geo wort owob gelmoo sofvbs etdsdoases ‘ . 
| THBW Jon Gb Yess bas Wf of tosidve ton eng code aud 

| WhoKesys sett Yo eadseed |. seve saso eddie oF tsdt n 
. | enelvos1th Oiiw ak tlo on o¢ vLlewkl don ers Yods 4 z | 
| ,850,9.9 ecid ob red cxstnon edd Wadd L .xavewod ie | 
| evitce?te emm.s .2.0.0.0 edt sateen yd aedt at Retad. i“ 

) So. gittaeotinmibe: "is aveddiny: apie eat nemesis ie 


¢i Llso yam ow I «= anotedied trac 
A 1 eouboutnt Cantal ated: naga 8 to 4 


a 
d, ¢? 


; berry } ; tan CG 
U re ves a be) hae, a Zz wee on ey + a 


Yr mo 
- Sy Nethercut & Young - 3260 - 


nF, Terente, Ontario 
1 element of responsiveness in the credit union movement 
2 which we may or may not have at the present time. 


3 I think it is largely communication you are talking 


4 about. 

5 COMMISSIONER LEMAN: Via the persuasion route, 
6 Persuasion as a method of getting results is a method 

7 we have to study as a commission and it remains to 

8 be seen whether we decide it is effective or can work 
9 well,or «not. 

10 MR. O'CONNELL: Persuasion is usually most 

11 effective when it is built upon a groundwork of 

¥Z experience and reasonable decisions coming from people 


you take your advice from. 

COMMISSIONER LEMAN: I agree. 

MR. MecMASTER: I think there is another aspect 
of that, that as the credit union becomes part of an 
operating central there are certain advantages from 
a practical operational point of view which flow from 
this relationship, so that while the relationship is 
a voluntary one -- that is to say, the credit union 
may say, "We don't want anything more to do with 
the central" -- that whenever they say elt they are 
cutting eee off from certain advantages they 
have built for themselves. The same thing would be 
true if there is a strong Canadian Co-operative Credit 
Society: There would be certain Le NaS from which 
a central waid be cutting itself off if it said, "Becaus 
we don't like this kind of regulation or control, or 
this kind of suggestion, we are not going to have 


anything more to do with this organization." So, as 
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long.as C.C.C.S. is not very strong, you can cut off 
from it quite easily and not suffer in the process- 
very much. If it becomes strong, it then has a much 
stronger base for expressing views or, as far as that 
goes, of having the effect of regulation if that 
were necessary, C.C.C.S. having an automatic effect 
on those who associate with it. 

COMMISSIONER MACKINTOSH: I suggest you are 
paraphrasing the biblical text: "Tf need be that the 
offence cometh". You see certain advantages in being 
the, of fender: 

COMMISSIONER LEMAN: In recommendation No. 5 
of that Section 10 of the summary, what security from 
a central do you visualize? On what kind of assets? 
Its loans? What would be the security? I am looking 
at the summary, page 4, section 10, recommendation 
Nowe 5. 

MR. McMASTER: i-think ectually, 61... thar 
the text indicates more cleariy what is the present 
situation -- speaking roughly, and without going into 
some of the refinements of it -- the C.C.C.S. may lend 
up to 10 per cent of its shares and deposits to any 
one member; that in addition it may lend on the 
security of pledged governmental securities, putting 
it in a general category. What is now proposed here 
is that as to the 10 per cent, it may lend on the 
covenant of the central organization, it may lend withou 
securities. What is proposed is that they should 
be able to ee to a central organization which is a 


member up to 20 per cent on the covenant to repay, and 
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we will give your views the fullest consideration. 
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1 beyond that percentage, of taking security including 

2 an assignment of book accounts as being security. 

3 One of the foundations of this is that the central 

4 organizations which are pie members of the 

5 SOE Oe Brel) borrow actually on these kind of terms 

6 from the bank at the present time, and in some cases 

7 they will have unsecured loans in substantial amounts, 

8 and in some cases they give assignments of their book 

? accounts. The limitation of 10 per cent is so restrictive 
10 tia mavine resard to the size of the C.c.C.S. and its 
il capacity to lend, that it is not a meaningful amount 

i2 that central could borrow from the Co-operative Credit 
13 Society at present. 

uM COMMISSIONER LEMAN: It depends on the size 

IS] of 0.0.0.8.2 

ie MR, MecMASTER: That is true. Even if you 

V7 have, as they indicate here, increased your share 

18 capital to $4:million,they have the power to borrow 

oe ten times that amount assuming they could borrow the 

20 whole of 10 times. If you take just one-tenth of that 
a as being available for loan to any one of the three 

22 larger centrals, it would be a very small source of 

23 borrowing. | 

a COMMISSIONER LEMAN: "Adequately secured" would 
25 nave to be defined? 

26 MR. McMASTER: Yes, that is right. 

a THE CHAIRMAN: Thank you very much, gentlemen. 
a Once again the discussion with you gentlemen -- and most 
2 of you are familiar to us -- has been very useful, and 
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ROYAL COMMISSION ON BANKING AND FINANCE 


CREDIT UNION BRIEFS 


Credit Union National Association, 
National Association of Canadian Credit Unions, and 
Canadian Co-operative Credit Society Limited have 
retained and authorized 

Robert J. McMaster 

Barrister and Solicitor 

1403 - 1030 West Georgia Street_ 

‘Vancouver vena 2 ie ae 
to file the briefs herein referred to with the 
Commission. 

At the hearing of the briefs the 
several associations Wad be represented by their 
respective senior officers, one of whom will present 
the brief and the others, together with Counsel and 
Prof. Gordon Goundrey, their economic adviser, will 
be available to answer the Commission's questions. 

A list of ‘such officers will be 
supplied at the hearing, or earlier if requested, 


together with their positions and addresses. 
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INTRODUCTORY STATEMENT 
TO 

CREDIT UNION BRIEFS 
TO 


THE ROYAL COMMISSION ON BANKING AND FINANCE 


1. Purpose of Statement 

Three organizations brought into being 
by credit unions serve English speaking credit unions 
(and some French speaking credit unions as well). The 
are, Credit Union National Association (CUNA), Nationa 
Association of Canadian Credit Unions (NACCU) and 
Canadian Co-operative Credit Society Limited (cccs). 
Each performs a different although related function. 
To emphasize the difference, the submission of the 
English speaking credit unions. (other than some of 
those represented by the Ontario Credit Union League) 
is being presented to this Commission in three 


separate briefs. 


2. CUNA 
CUNA is an international association 
with headquarters at Madison, Wisconsin, but main- 
taining a Canadian office and manager at Hamilton, 
Ontario. It was one of the earliest influential 
factors in the development of credit unions in 
Canada through its educational and promotional 


programs. 


3. NACCU 


NACCU is anational association of 
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Terente, Ontarie 
credit union leagues which was created by those 
leagues in B.C., Alberta, Saskatchewan, Manitoba, 
Quebec and Nova Scotia. Briefly the main object of 
NACCU is to co-ordinate the promotional, educational 
and legislative activities of provincial leagues as 
related to issues arising out of Canadian develop- 


ment. 


4. cccs 

CCCS is a nationally incorporated 
association of co-operative credit societies. The 
largest co-operative credit ‘Bocieties, British 
Columbia, Saskatchewan, Manitoba and Ontario are 
members. Ten co-operative associations of other 
types engaged in interprovincial business may be- 
come members and six are members. CCCS is an ex- 
tension of the principle of provincial co-operative 


credit societies to the national scene. 


D>. Organizational Chart 

Annexed to this introductory state- 
ment is a schedule setting forth an organizational 
chart showing the relationship between credit unions 
in Canada and these organizations and a brief state- 


ment of the objects and activities of each. 


6. Manner of Presentation 

At the provincial hearings the Com- 
mission showed a great feet of interest in the 
different types of credit union organization. To 


facilitate a clear cut picture of the extension 
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of these organizations on the national scene, the 
representatives of the English speaking credit unions 
propose to present their national submission by 
three separate briefs and to make available 
knowledgeable officers of each of these three 
organizations to assist the Commission. In pre- 
paring these briefs we have sought to have regard 
not only to the general terms of reference but 

also specifically to those areas of the enquiry in 
which the Commissioners have expressed special 


interest in the course of the provincial hearings. 
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A.5 
SCHEDULE TO INTRODUCTORY STATEMENT 
TO CREDIT UNION BRIEFS 
ROYAL COMMISSION ON BANKING AND FINANCE 
FUNCTIONAL DESCRIPTION 
Autonomous Credit Unions 
These are incorporated under the Credit 
Union Acts of all of the Provinces of Canada. Details 
of their operations ahve been given in briefs filed 


in the various provinces. 


Provincial Credit Union Leagues 
Associations whose members are all 
credit unions and have the following principal 
objects: 
(1) The promotion of useful legislation; 
(2) Assistance in the practical application 
of legislation; 
(3) Organization of .credit unions; 
(4) Assistance in supervision of pouiteer las 
and accounting; 
(5) The pooling of experience; 
(6) A source of supplies; 
(7) Officer and member education; 
(8) The preservation and extension of the 
credit union idea (Education and 


public relations) 


CUNA (Credit Union National Association) 


This is an international organization 
originally brought into being as an association of 


State. Leagues of credit unions in the U.S.A. but 
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Terente, Ontario 
subsequently expanded to include Canadian Provincial 
Leagues and Leagues in other countries. Its chief 
objects are advisory, educational and promotional. 
In the United States it also performs the function 


of the promotion of useful legislation. 


NACCU (National Association of Canadian Credit Unions ) 


This is a recently formed association 
of Canadian Credit Union Leagues incorporated under 
the Companies Act of Canada, for the principal. pur- 
pose of representing Provincial Leagues of Credit 
Unions in Canada in representations to governments 
and governmental bodies and agencies and dealing with 
peculiarly Canadian problems. The English speaking 
credit union leagues in Rate provimce except Ontario; 
New Brunswick and Newfoundland (which has no league ) 
are at this date members. It is expected this 
organization will ultimately perform educational 
and promotional activities ie tats to Canadian 


developments. 


‘Co-operative Credit Societies and League Central 
Divisions 

These are either incorporated by .or 
under Acts of the Provincial legislatures or form 
definite divisions within incorporated provincial 
credit union leagues. The members are principally 
credit unions. In the case of league centrals 
individual credit union members may be served by 
mortgage loans. In the case of co-operative credit 


Societies certain other corporate members are in- 
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cluded which are organized on the basis of co- 
operative principles. In central type associations 
the credit unions pool their surplus and liquid 
funds to assist each other in accordance with 
credit union principles, 
They generally have the following 

principal objects: 

(1)...To-act as a depository of funds for its 

members 5 

(2) To provide a source of funds for its 

members and an instrument for the investment 

of surplus funds in government or government 

secured bonds; 

(3) To act as a clearing house for "“chequing" 
services ; 
(4) To assist credit unions as a business 
consultant and source of economic information; 
(5) To promote sound practices amongst its 


members. 


cccS (Canadian Co-operative Credit Society) 


This is a national credit union to 
which the four major English speaking centrals 
(or provincial co-operative credit societies) in 
British Columbia, Saskatchewan, Manitoba and 
Ontario belong. Initially it was designed to 
serve as a national co-operative credit organiza- 
tion through which Provincial Co-operative Credit 
Societies could pool their funds in a manner 


Similar to the way in which co-operative credit 
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societies operate provincially. It is incorporated 
by Private Act of the Parliament of Canada and 
operates under the Co-operative Credit Associations 
Act. Due to certain limitations in that Act, which 
have made it difficult to perform its functions as 
originally envisaged and also made it difficult for 
Co-operative Credit Societies in other provinces 


to join (requiring a Private Act), its operations 


have been restricted. 
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INTRODUCTORY 


SCHEDULE TO 
INTRODUCTORY STATEMENT 
TO 
CREDIT UNION BRIEFS 


TO 


THE ROYAL COMMISSION ON BANKING AND FINANCE 


ORGANIZATIONAL CHART 


CANADIAN CREDIT UNIONS 


Aden 


PROVINCIAL LEAGUES PROVINCIAL CENTRAL 
TYPE ASSOCIATIONS ~ 
LEAGUE CENTRALS eco 
(Ontario & ) CREDIT SOCIETIHS 
(Nova Scotia) (British Columbila, ) 
(Saskatchewan, ) 
(Manitoba,Alberta, ) 
(Ontario & Quebec ) 
NACCU ‘ CUNA cs 
(British ) (All ) eee Columbia,|) 
(Columbia, ) (Leagues ) (Saskatchewan, ) 
(Saskatchewan, ) (Manitoba & ) 
(Manitoba, ) (Ontario ) 
(Quebec & ) INTERNATIONAL NATIONAL 
(Nova Scotia ) 


NATIONAL 
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INTRODUCTION 

dre The Credit Union National Association 
(CUNA), is an international organization with head- 
quarters in Madison, Wisconsin. A Canadian office 
is alse maintained.in. Hamilton, Ontario. All English 
speaking leagues in Canada are members of the 
Association. 
a. HISTORY 

The credit union movement in the United 
States had its beginning early in the 20th Century, a 
a time when usury was rampant and one of the 
greatest needs of people of modest means was for 
a convenient source of low-cost credit, as well 
as encouragement of a systematic thrift program. It 
was in this setting that the noted Boston merchant, 
Edward A. Filene, concentrated much of his time, 
energy and personal fortune to establish and cultivat 
bia aren union movement....The founder of the 
movement in Canada, Alphonse Desjardins, also played 
an important role when he crossed the border in 
PIGS 0 organize a credit union at the French 
Catholic parish of St.. Marie in New Hampshire and thus 
firmly transplanted the credit union concept and 
philosophy into the United States. 
Sis As the idea spread, Mr. Filene became 
convinced that a national association should be 
created to press for passage of credit union acts 
throughout the country, to set up pilot credit 
unions where the laws permitted, and to develop 


and foster uniform practices. Ta this end, he 
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brought to life in 1921, together with a young 
Massachusetts attorney named Roy F. Bergengren, 
the Credit Union National Extension Bureau. 
During the next decade, Mr. Bergengren led the way 
in getting 24 new state credit union laws enacted 
and in increasing the total number of credit unions 
from less than 200 to more than pegenhe 
CUNA FORMED 

He, At an historic meeting on August 10, 1934 
in Estes Park, Colorado, the constitution and bylaws 
for a new organization to be called the Credit 
Union National Association (CUNA) were signed, 
and within a few months CUNA assumed direction of 
the bctetaua credit union movement from the 
Extension Bureau. 
Dn Originally an association solely of 
United States credit unions, CUNA expanded in 1939 
to encompass all of the Western Hemisphere, and in 
1958 extended its activities throughout the world. 

GOALS OF CUNA 
Gig To achieve its overall goal of promoting, 
improving, and extending credit unions, CUNA has 
established departments which function in: the areas 
of organization, education, legislation, advertising 
and promotion, insurance services, public relations, 
and sresearch s 
‘eg Since its inception, CUNA has been the 
recognized spokesman for all United States credit 
unions on Federal legislation and on other matters 


of direct Federal concern. A comparable service 
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has also been provided for individual state leagues. 
8, CUNA has been pleased to stand in 

this relationship to the leagues in Canada as well 
for some years. However, differences in the pattern 
of development described elsewhere in this summary, 
and a natural degree of national identification among 
credit unions in Canada recently gave rise to a 
representative National Association of Canadian 
Credit Unions (NACCU), which represents most of the 
English-speaking provincial leagues before this 
Commission. CUNA considers it a privilege to be 
associated with NACCU and the Canadian Cooperative 
Credit Society (another instrument of Canadian 


credit unions) in making representations to this 


Commission. 
CUNA AFFILIATES » 
9. One of the first major actions taken by 


CUNA in 1935 was to organize the CUNA Mutual Insurance 
Society, its own insurance company, to encourage 
thrift and foster security among credit union 
members. This facility provides dollar-for-dollar 
life insurance on shares up to the stated maximum 
amount and loan protection insurance in the event 
of death or permanent disability of the borrower. 
Premiums for both forms of insurance, with few 
exceptions, are paid by the credit union out of 
earnings. 

LO res In 1936, CUNA formed its own printing 
facility, the CUNA Supply Cooperative, to make 


available to the credit union movement on a cooperative, 
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Self-help basis the bookkeeping and other operating 
supplies needed on a daily basis. Through this mediu 
it has been possible to effect the savings which 
go with quantity printing of uniform but specialized 
credit union materials. 
Les Both of these affiliates have been widely 
used by credit unions in the United States and 
Canada to help promote thrift and reduce the 
expense of operating credit unions. 

PATTERNS OF DEVELOPMENT 
cas Although the local autonomous nature of 
credit unions ‘has resulted in utilization of a 
variety of techniques and diversity of methods in 
attainment of desired ends in both countries, the 
basic philosophy and aims of the Canadian movement 
have closely paralleled those in the United States. 
This may help clarify for the Commission the 
reason leagues in most provinces of Canada are and 
remain members of both CUNA and NACCU. 
Le From the beginning, credit unions in 
Canada have been incorporated by Provincial 
Legislatures. As they grew and required new 
legislative provisions to meet their changing needs, 
the provinces have cooperated with the leagues in 
the introduction of useful amendments and revisions 
to the law. In short, the Canadian movement has 
found provincial jurisdiction and legislation to 
be responsive, sympathetic and favorable. 
A By contrast, the development of credit 


unions in the United States since 1934 has proceeded 
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along both state and Federal lines. This dual 
system parallels the United States banking and 
Savings and loan structures, and has led to no 
serious legal or administrative problems. 
Statistically, the Federal-state development has been 
virtually equal. On December 31, 1961, there were 
an estimated 10,300 federally-chartered credit 
unions in operation and 10,550 chartered by the 
various states. Although some differences in 
specifics do exist, the basic and overall 
Similarity between the Federal and state acts is 
striking. This may be accounted for by a common 
philosophy and the fact that changes in one act fore- 
Shadow trends and need for change in others. 
Le Under the constitutional arrangement in 
the United States the existence of Federal. and 
State legislation touching upon the same field 
presents no constitutional problems. 

INTERRELATIONS WITH COOPERATIVES 
16. Today, a much larger proportion of United 
States credit unions serve employees of industrial 
and business concerns than in Canada. The 
relatively lesser involvement of industrial workers 
in urban areas, as compared to primary producers 
and others residing in rural areas in the general 
cooperative movement in both countries, may account 
in some measure for the smaller overall inter- 
relationship and identification between credit 
unions and cooperatives in the United States as 


compared to Canada. 
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CHEQUING SERVICE 
ET A divergence of view reflects itself on 
the Canadian scene in the matter of so-called 
"chequing". This service is traditionally not 
available through savings and loan associations, 
savings banks or credit unions in the United States 
and there is no legislative foundation for 
providing same through these sources. 
6 2 The opposite has been true in Canada, and 
a number of types of savings institutions have 
developed "chequing" services for the convenience 
of their depositors. Many Canadian credit 
unions provide this service and have found that it 
also results in encouragement of savings through 
the transfer to the, member's share account, of 
sums not required for immediate obligations. 
However, this view is not universally held throughout 
Canada, with some credit unions having rather 
strong opinions against the service. 
STABILITY AND HISTORY OF LOSSES 

19. Credit unions in both. countries have 
established a remarkable record of stability and 
fiscal soundness. Losses due to uncollectible loans 
have been minor and liquidations have generally 
been due to external forces beyond the control 
of the credit union directly involved. This 
impressive record is probably largely attributable 
to the following built-in protective factors: 

(1) Internal Control -- Great emphasis 


has traditionally been placed on effective 
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internal control within each credit union, and 
in the larger credit unions the utilization of 
public accountants to audit the books and 
records is becoming increasingly prevalent. 
(2) Bonding -- CUNA offers to all credit 
unions through its bonding program a specially 
designed blanket bond which covers the true 
assets of each insured credit union (with $1 
million or $2 million maximum) against insured 
losses which occur after its effective date. 
(3) Reserves --\cEach eredit union is 
required by law to set aside a portion of its 
earnings (usually 20 per cent) in a reserve 
or guaranty fund against uncollectible loans. 
(4) Stabilization Programs -- A number 
of leagues throughout the United States and 
Canada have established stabilization programs 
designed to assist credit unions in difficulty 
to rehabilitate or liquidate without loss 
to their members. An International Credit 
Union Stabilization Program was launched in 
1961 under the sponsorship of CUNA and 14 


leagues currently participate therein. 


FEDERAL DEPOSIT INSURANCE 
pad © Another factor worthy of consideration is 
the development of the Federal Deposit Insurance 
Corporation for banks and the Federal Savings and 
Loan Insurance Corporation for savings and loan 


associations in the United States. CUNA has care- 
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fully studied the matter of similar insurance for 
credit unions and after due and lengthy deliberation 
doncprTed that such insurance is both unnecessary and 
undesirable for the following reasons: 
(1) ‘The remarkably favorable loss experience 
of credit unions over the years. 
(2) The burdensome controls, regulations and 
expense which would probably be incidental 
thereto. 
(3) It would be inconsistent with the 
mutual aid, self-help principles which are the 
cornerstone of the credit union philosophy. 
(4) The credit union movement has the desire 
and eer to set up its own safeguards. 
Stabilization programs, \oreviously referred to, 
are but another concrete manifestation of 


internal actions taken in this direction. 


TAXATION 
Bae, CUNA recognizes and has taken the position 
on a number of occasions before the United States 
Congress that exemption from income tax is vital and 
indispensable to the organizational structure of 
credit unions which allows them to serve as non- 
profit, self-help, voluntary associations functioning 
for the welfare of their members, their community 
and their nation. The many millions of Americans 
who have faith in and live by credit union concepts 
and principles consider this consideration eminently 


just and equitable. 
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22% Credit unions’in the United States have 
been thus exempt for many years. Bills proposing 
to repeal the exemption have been introduced from 
time to time, but in recognition of the unique, non- 
profit character of credit unions, Congress has 
refused to take action on them. 
aS As recently as April, 1961 this view 
found expression and re-emphasis in a message on taxation 
which President Kennedy sent to the Congress. 
Despite proposals that taxation of cooperatives and 
financial institutions be increased, Mr. Kennedy 
specifically recommended that the exemption of 
credit unions should be continued. This position 
of the administrative branch of the U. S. Government 
was subsequently reiterated by Secretary of the 
Treasury Douglas Dillon in testimony before the 
House Ways and Means Committee. 
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NACCU Attorney Robert J. McMaster with whom we had 
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26. We trust our submission, together with the 


other credit union submissions made to the Commission will 


prove helpful in its study and deliberations. 
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BRIEF OF 
CREDIT UNION NATIONAL ASSOCIATION, INC. 
SUBMITTED TO 


THE ROYAL COMMISSION ON BANKING AND FINANCE 


INTRODUCTION 
Bi The Credit Union National Association (CUNA) 
is an international organization with headquarters 
in Madison, Wiscéneine A Canadian office is also 
maintained in Hamilton, Ontario. All English- 
speaking credit union leagues in Canada are members 
of CUNA, which looks with pride upon the Canadian 
Credit Union Movement because it had a large share 
in its development and retains a continuing close 
liaison and relationship with the leagues in every 


province of Canada’. 


HISTORY 
2. The credit union movement in the United 
States had its beginnings early in the 20th Centruy, 
when the lot of the common workman and urban dweller 
was a more difficult one than it is today. One of his 
greatest needs was for a convenient, low-cost source 
of credit, particularly in eee eue tek (for in 
those days the average man rarely borrowed for 
other purposes). In an Wnergency he was often 
Subjected to harsh terms even though the amount he 
Sought to borrow was small. However, the basic 


need as seen in the eyes of that generation was the 


encouragement of thrift particularly among persons of 
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very, modest means. Credit was virtually unheard 

of on the wide base we know today as an accepted 
practice of ordinary living. Financial institutions, 
of which there were relatively few, had little time, 
consideration for, or understanding of the problems 
of such people. | 

sy It was in this setting that a great 
idealist, Edward A. Filene, spurred on by a success- 
ful history of "Peoples' Banks' abroad as a means 

of cooperative, mutual self-help among the workers 
and primary producers, concentrated his great 

energy, devotion and personal wealth to plant the 
seeds and cultivate development of the Credit 

Union Movement in the United States. 

dh, The history and growth of that development 
is exciting to those who have watched it unfold. 

For purposes of this Commission, however, perhaps 
that history is most simply told in the fact of 

its remarkable success. 

Dt It is to the founder of the movement in 
Canada, Alphonse Desjardins, that the United States 
owes the credit union concept and philosophy. In 
1908, at a time when there were 18 credit unions 

in operation in Quebec, Desjardins came into the 
United States to organize a credit union at the 
French Catholic parish of St. Marie in New Hampshire. 
Bins At this time, the Massachusetts banking 
commissioner, Pierre Jay, invited Desjardins to 
Boston to help draw up a bill legalizing credit 


unions in Massachusetts. The bill passed the 
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legislature in 1909. 
te The most influential of the businessmen wh 
testified in favor of this enlightened, forward- 
looking legislation was Edward A. Filene, Boston 
merchant and philanthropist. Filene had seen 
cooperative credit societies work in India while 
on a trip there in 1907. Filene returned home, 
impressed by the soundness of the idea and by the 
service these societies rendered, and di jdecéd 
Massachusetts legislators with his enthusiasm. 
8. The Russell Sage Foundation was chartered 
in 1907 to find remedies for the loan-shark problem 
which was victimizing the people of New York. Its 
Department of Remedial Loans played a major part 
in small-loan legislation from 1910 to 1946. Credit 
unions received vigorous support from this depart- 
ment beginning about 1911. The passage of the New 
York credit union law, the setting up of the state 
credit union league, the organization of certain 
pilot credit unions, and the publication of 
informative literature were all part of the service 
the Foundation gave to the infant credit union 
movement. 
9. Desjardins campaigned for credit union 
legislation in New York in 1912 under sponsorship 
of the Foundation. The bill, offered by State Senator 
Franklin D. Roosevelt, who was to become President 
of the United States 20 years later, was enacted in 
LOrs’: 


ER: In 1914, President Taft wrote to all state 
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governors urging the enactment of laws similar to tha 
in Massachusetts, but only three additional workable 
laws resulted. A Congressional Commission was also 
studying at this time cooperative credit abroad, 
principally in Germany and Italy. 

i lv Filene persisted in the idea that if the 
eredit union was good for an average group of wage 
workers in Massachusetts, it was equally good for 
workers anywhere in the world. His driving interest, 
plus his contributions of over a million dollars 

up to 1934, are largely responsible for the develop- 
ment of a credit union movement in North America. 

12%. By 1921, Filene had become convinced that 
a national organization should be created to press fo 
passage of credit union laws in other states, to 

set up pilot credit unions in each state where the 
law permitted, and to develop uniform practices. 

He hired a young Massachusetts attorney named Roy F. 
Bergengren, and together, in that year they brought 
to life the Credit Union Nation. Extension. Bureau, 
with an office in Boston. 

det. During the next decade, Bergengren led.the |way 
in getting 24 new state saaplesn union laws enacted, 
and four or five others altered. Enthusiastic 

credit union officials were encouraged to organize 
other credit unions. in their areas and, the less than 
200. credit unions in the United States. when 
Bergengren began his job rose to over 1,600 in that 
lO-year period. At this same time, he was also busil 


engaged in similar legislative work in Canada, parti- 
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cularly in the eastern provinces. 

CREDIT UNION NATIONAL ASSOCIATION FORMED 
pyr At an-historic meeting on August 10, 1934, 
at Estes Park, Colorado, 52 credit union leaders from 
22 states signed the constitution and bylaws one 
a new organization to be called the Credit Union 
National Association. (CUNA). 
Po Within the next few months the consti- 
tution was ratified by credit unions in 36 states and 
on March 1, 1935, CUNA officially took over direction 
of the organized credit union movement from the 
Credit Union National Extension Bureau. Edward A. 
Filene was elected its first president, and Mr. 
| Bergengren was named managing director. The new 
wanes deat? association set up headquarters during 
September, 1935, -in Madison, Wisconsin. 
TE At first CUNA was an association only of 
United States eredit unions, but in 1939 it’ voted 
to include credit union leagues from Canada’, and 
elsewhere in the Western Hemisphere, adding almost 
500 credit unions and 60,000 members to its membership 
rolls. In 1958 its area of operations was further 
expanded to take in leagues and credit unions 
anywhere in the world. 

GOALS OF INTERNATIONAL ASSOCIATION 

Ah ae CUNA's specific goals are to promote 
organization of new credit unions, perfect credit 
union laws and make them responsive to changing 
needs, improve methods and techniques of credit 


union operation, and coordinate and direct the 
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efforts...of all credit unions in their drive to 
eliminate usury and other abuses from the field of 
personal finance. 
eae To achieve these goals, CUNA has 
established departments operating in the areas of 
organization, education, legislation, advertising 
and promotion, insurance services, research and 
public relations. In 1953 the World Extension Department 
was set up to help spread the credit union idea 
throughout the entire world. 
19, Because of the emphasis on the common 
bond as a prerequisite for formation and the 
continuing organization of new credit unions, three- 
fifths of all credit unions in the United States 
are small -- uner $100,000 in assets. (See Schedule 
attached.) However, where the potential membership 
under,.the common bond is large, e.g. in industrial 
plants, some credit unions may have grown to 
substantial size. Whether small or large, however, 
credit unions in the U.S.A. have remained. the 
democratic instrument of ordinary persons, the 
worker in the plant’ and the farmer in the rural 
community. Further, they have almost universally 
remained associated with each other in leagues, and 
through leagues in CUNA, for practical, educational, 
promotional and legislative purposes based upon 
their common philosophy and goals. 

SIZE AND DIVERSITY 
20. Annexed as Schedules II through VI hereto 


will be found extracts from the 1962 CUNA Credit 
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Union Yearbook and Schedule VII from the Report of 
Operations of the Bureau of Federal Credit Unions 
which will give to the Commission some picture of 
the size and the diversity of credit union develop- 
ment in the United States. 

CUNA AFFILIATES 
or One of the first major actions taken by 
CUNA in 1935 was to organize the CUNA Mutual Insuranc 
Society, its own insurance company, to encourage 
thrift and foster security among credit union 
members. This facility provides dollar-for-dollar 
life insurance on shares up to the stated maximum 
amount and loan protection insurance in the event 
of death or permanent disability of the borrower. 
Premiums for both forms of insurance, with few 
exceptions, are paid by the credit union out of 
earnings. ; 
22. CUNA Mutual started with $25,000 borrowed 
from Mr. Filene and experienced growth closely 
paralleling that of the credit union movement. 
Each year it has risen.in the ranks among life insurance 
companies in America on the basis of coverage,- and 
today his coverage of $6.3 billion as of December 31 
+961. Of this total, $803 million covers Canadian 
credit unions. 
=, In 1936, CUNA formed its own printing 
facility, the CUNA Supply Cooperative, to make avail- 
able to the credit union movement on a cooperative, 


self-help basis the bookkeeping and other operating 
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supplies needed on a daily basis. Through this 
medium it has been possible to effect the savings whidh 
gO with quantity printing of uniform but specialized 
credit union materials. 
eu’ Both of these affiliates have been 
widely used by credit unions in the United States 
and Canada and to help promote thrift and to reduce 
the expense of operating credit unions. Their 
common goal is to function as nearly at cost as 
appears safe withiw- prudent businesslike practice in 
order to furnish the best possible service at the 
LoReat pubenEie cost. 

EDUCATIONAL PROGRAMS 
25% - The need for up-to-date educational 
programs designed to enhance and improve the 
understanding of members of the function of their 
credit union, and to train directors, committeemen 
and staff, has increased with the growth of credit 
unions. It has been the pleasant function of CUNA 
to perform a centralized and highly specialized 
service in this respect for all affiliated credit 
unions. 

LEGISLATION 

26% Since its inception, CUNA has been the reodg- 
nized spokesman for all affiliated credit unions 
in the United States in the area of Federal 
legislation and other Federal matters of direct 
concern. It also assists leagues in individual 
states with their legislative and public relations 


problems. CUNA has been pleased to stand in this 
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A.28 
relationship to the leagues in Canada as well for 
some years. However, differences in the pattern 


of development described elsewhere in this brief, 


and a natural degree of national identification among 
credit unions in Canada, recently gave rise to 
a representative sibcipge deacons of Canadian 
Credit Unions (NACCU), which represents most of 
the English-speaking provincial leagues before this 
dwninth xeoat CUNA considers it a privilege to be 
associated with nace’, and the Canadian Cooperative 
Credit Society (another instrument of Canadian 
credit unions), in making representations to this 
Commission. 

PATTERNS OF DEVELOPMENT 

(CANADA AND UNITED STATES ) 
2G While the overall function of CUNA as 
a voluntary association of state, provincial and 
pational organizations of credit unions has been 
to promote the common philosophy of the movement, 
and wherever required to interpret its 
objectives and protect its interest, the local 
autonomous nature of credit unions has resulted in 
utilization of a variety of techniques for the 
attainment of desired ends. Within the United States 
itself, there has developed much diversity of wesneal 
This has also been true of Canada, where local conditijons 
have had a marked influence upon its credit union 
development. 
28. On the surface, this may have appeared 


at times as basic divergence of views. This, however, 
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if.far from the true. picture --.for the basic philosophy 
and aims of credit unions in Canada and many of 
the techniques have closely paralleled those in the 
United States. This may explain why leagues in 
most provinces of Canada are and remain members of 
both CUNA and NACCU. 
29. It may be helpful for CUNA to further 
amplify for the Commission the Ahteentiar develops 
mental patterns between the United States and 
Canada and the foundations upon which they are based. 
At the outset, we might say they arise generally 
from diverse local conditions and laws, and appear 
to have given to the Canadian movement in some 
instances a different direction and function in 
the fundamental task of serving their members in 
a program of self-help. 

CANADIAN DEVELOPMENT 
B0% The organization of the credit union 
movement in English-speaking Canada came (as 
explained in NACCU's brief) at a most propitious time. 
(The phrase "English-speaking credit unions" is 
used as a matter of convenience to distinguish the 
credit unions other than the Caisse Populaire 
Federation in Manitoba, Ontario, Quebec and New 
Brunswick. However, credit unions for French- 
Speaking communities do exist and are members of 
affiliated leagues. of CUNA.) Born out of the 
adversity of the depression, it came into its strength 
during the war years. The success of the credit 


union philosophy and technique in the United States 
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and also among the Caisses Populaires in Quebec, 
provided a pattern and permitted the credit unions 
in Canada to build from the outset upon firm and 
tested foundations in the North American experience, 

CONSTITUTIONAL DIFFERENCES 
ie Credit unions began in Canada as bodies 
incorporated by provincial legislatures and, because 
of their local nature and appeal to large segments 
of the population in local areas they have remained 
as such. The clear evidence of their ability 
through mutual self-help to enable industrial 
workers and farmers, fishermen and miners to meet 
the needs of thrift and to solve their own emergency 
problems, commended them to provincial governments 
im every province. The provincial authorities 
in many instances provided not only inspection 
services (partially at least in the public interest ) 
but gave encouragement to this popular movement of 
people concerned with solving their own problems 
and taking responsibility for conducting the affairs 
and solving the problems of their local communities. 
As they grew and required new legislative provisions 
to heer Rede changing needs, the provinces have co- 
operated with the leagues in the introduction of 
useful saewanente and revisions to the law. 

DUAL DEVELOPMENT OF U.S. CREDIT UNIONS 
S25 In Canada, credit unions are firmly based 
on provincial jurisdiction and legislation. As 
mentioned, the development of credit unions in the 


United States since 1934 has proceeded along both 
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State and Federal lines. The Federal Credit Union 
Act became effective in that year and state acts, 

31 of which preceded the Federal, are now operative 
in some 44 states. 

386 The dual Federal-state credit union system, 
paralleling the banking, and savings and loan 
structures, has led to no serious legal or adminis- 
trative problems. Perhaps indicative of the 
compatibility of the two credit union legal systems 
is the fact that the Federal law, since 1959, has 
provided for conversion of a credit’ union from 

a Federal to a state charter and vice versa. 

34, Statistically, the Federal-state trend 

of development has been virtually equal. On 
December 31, 1961, there were an estimated 10,300 
federally chartered credit unions in operation and 
10,550 chartered by the various states. In some 
states, Federal charters predominate while in others 
the reverseis true. The Federal Credit Union Act, 
especially since the 1959 dates aitlin ds Oka has come to 
be regarded as a model and many state acts have been 
or are in the process of being revised along similar 
lines. This notwithstanding, in most areas, the 
state and Federal statutes do not differ radically 

in purpose and content. The determining eo a 
to whether Federal or state charters predominate in 

a given state seem to be: (1) priority a enactment 
of state or Federal law; (2) relative liberality of 
the two statutes; and (3) the relationship between 


the state credit union league and the state and 
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Federal government Supervisory departments. 
356 Annexed as Schedule VIII hereto is the 
most recent booklet on comparative legislation 
published by CUNA. It may give to. the Commission 
Some picture of the diversity of laws governing 
credit unions, but also may serve to emphasize the 
basic similarity. 
36% Under the constitutional arrangement 
in the United States the existence of Federal 
and state legislation touching upon the same field 
presents no constitutional problems. 

INTERRELATIONS WITH COOPERATIVES 
lo wis" The large growth and concentration of 
industry in the United States has been a significant 
factor in determining the direction taken by the 
credit union movement within its borders. Since 
it was Parca anak early that industrial employ- 
ment forms a particularly: favorable common bond, 
a major portion of the promotion of credit unions 
has been concentrated in this area. Today, a 
larger proportion of U. S,. anedit unions serve 
employees of various business concerns than in 
Canada. 
B@e< The lesser general involvement of industrial 
workers in urban areas as compared to primary 
producers and others residing in rural areas in the 
general cooperative movement in both countries, may 
account in some measure for the overall smaller 
interrelationship and identification between credit 


unions and cooperatives in the U. S. as compared to 
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Canada. Since a much larger number of members of 
credit unions are also members of one or more 
cooperatives in Canada, the movement north of the 
border has more universally regarded credit unions 
as only one of several instruments of cooperation 
through whichgpeoplé téek to better thétr lot through 
mutual aid. In contrast, Sicathese deeb eens eales of 
the movement in the U. S. has tended to restrict 
its interest solely to the credit union field. 
CHEQUING SERVICE 
39. A divergence of view reflects itself in 
the Canadian scene in the matter of so-called 
"chequing". This service traditionally is not 
available through mutual savings banks, savings 
and loan associations or credit unions in the United 
States and there is no legislative Couddieeictcares 
providing same through these sources. 
4O, In Canada the opposite has been true. 
Many types of savings institutions have developed 
so-called "chequing" services for the convenience 
of their depositors. Many credit unions in Canada 
have adopted this system not only as a convenience 
for members but as an encouragement to members to 
make the maximum savings which they can out of 
current income -- a residue of such income often 
not being required for immediate obligations and 
ultimately being transferred to share accounts as 
savings. 
AL, However, there are some credit unions in 


Canada which have tended to take rather strong views 
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against so-called "chequing" privileges. 
STABILITY AND HISTORY OF LOSSES 
He, - Credit unions in both countries establisHed 


a ponsacad 1 bkged vse of stability and fiscal soundness 
Losses due to uncollectible loans have been slight 
and liquidations have generally been prompted by 
external forces beyond the control of the credit 
umion directly involved. This impressive record 

is probably largely attributable to the following 
built-in protective factors: 

‘ie Internal control -- great emphasis has 
traditionally been placed on building an effective 
system of internal control within each credit union. 
Moreover, in larger credit unions, public CVRAtant s 
are usually employed to audit records. 

2 Bonding program -- to safeguard members! 
funds, crediwaumtons are required by law to carry 
immdrahberthvene form of a bond which covers persons 
in the credit union who handle money. A notable 
development in CUNA's surety bonding program came 
with the introduction of a Specially designed 
blanket bond which insures the true assets of each 
credit union up to $1 million against losses which 
occur after the effective date of issuance. 

By Reserves -- by law, credit unions must set 
aside a portion of their earnings (usually 20 per cent 
of net) in a reserve, or guaranty fund. This fund 
is primarily used to charge off loans When a borrower 
does not meet his obligation. In addition, credit 


unions may be required to establish special reserves 
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Where a high ratio of delinquency exists. 
4, Stabilization Programs -- credit unions 


throughout the U. S. and Canada have explored 
methods of helping themselves in times of stress 
and many leagues have set up stabilization programs. 
Basically, a stabilization program is a technical 
assistance plan which can be used to help a credit 
union to rehabilitate or liquidate without loss to 
members. For example, when a manufacturing plant 
closes and the employee group which operated the 
credit union is broken up, the league stabilization 
program is available to assist in liquidation of 
the credit union without loss to the members. An 
International Credit Union Stabilization Program 
was launched in 1961 under the sponsorship of CUNA 
and 14 leagues currently participate therein. 

a Supervision -- on the whole has been strict 
and effective. 

FEDERAL DEPOSIT INSURANCE 

43, Another factor in the United States which 
may be of interest to this Commission is the develop- 
ment of the Federal Deposit Insurance Corporation 
and the Federal Savings and Loan Insurance 
Corporation. The need for this type of insurance 
for depositors against loss arose out of the very 
Widespread losses incurred when the U. S. banking 
and savings and loan systems crumbled under the 
— of the depression Sain 1930's. Annexed 
as Schedule IX hereto is a brief summary of the 


history, provisions and methods of operation of the 
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systems. 
Ypres The Credit Union National Association has 


given careful study to the matter of similar 
insurance for credit unions and after due deliberation 
has concluded that such insurance is both unnecessary 
and undesirable. 
AS, CUNA believes that such insurance for credi 
unions would be wrong in principle for the following 
reasons: 

(1) The history of losses by members of credit 
unions over the years has been negligible. This 
has been shown in Canada in the various brief's 
presented to the Commission by provincial leagues. 
The loss experience of credit unions in the United 
States has been remarkably favourable. 

(2) Such a system would carry with it the 
need for extensive and, in our view, unnecessary 
controls and regulations which would be secrGiemiye., 
but mecessary as the base for an insurance plan 
established for independent units. Credit unions 
have amply demonstrated the ability to police them- 
Selves through voluntary cooperation and self- 
discipline. In our view, this builds character and 
responsibility, and is preferable to control and 
regulation. 

(3) The existence of such a system for credit 
unions would in our vA oe undermine the wilfingness 
of members to seek a solution to their difficulties 
by mutual self-help (the foundation of credit union 


philosophy). Liquidation rather than rehabilitation 
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might be encouraged. 

(4) Credit unions in the past have helped each 
Other out of difficulty by direct cooperation, 
assistance from their leagues, and mergers. In 
more recent years, they have developed stabilization 
or mutual aid programs (the Canadian programs are 
fully described in the NACCU brief). The object 
of these programs 1s: not just to prevent loss to 
members, but, wherever possible, to help rehabilitate 
the credit union so that it may continue to serve its 
membership. 

TAXATION 

46, CUNA recognizes and has taken the position 
on a number of occasions before the United States 
Congress that exemption from income tax is vital 
and indispensable to the organizational structure 
of credit unions which allows them to serve as non- 
profit, self-help, voluntary associations func- 
tioning for the welfare of their members, their 
community, and their nation. The many millions of 
Americans who have faith in.and live by credit union 
concepts and principles view this consideration 
eminently just and equitable. 
AT. Credit unions in the U.S. have been thus 
exempt for many years. Bills proposing to repeal 
the exemption have been introduced from time to time, 
but. in recognition of the unique, non-profit 
character of credit unions, Congress has refused 
to take action on them. 


48, As recently as April, 1961 this view found 
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expression and re-emphasis in a message on taxation wHich 
President Kennedy sent to the Congress. Despite 
proposals that taxation of cooperatives and financial 
institutions be increased, Mr. Kennedy specifically 
recommended that the exemption of credit unions 
should be continued. This position of the 
administrative branch of U. S. Government was 
subsequently reiterated by Secretary of the Treasury 
Douglas Dillon in testimony before the House Ways 
and Means Committee. 
49, REC OMMENDAT ION 

We trust that after perusal of the full 
picture of credit union purposes, objectives and 
practices put forward Goxyou. by CUNA, as well as 
by the leagues in nearly every province of Canada, 
by NACCU and by Canadian Cooperative Credit Society, 
due regard will be given to the unique contribution 
of credit unions in Canada and the Commission will 


find that credit unions truly serve the public 


interest. 
APPRECIATION 
50, CUNA has been pleased to be invited to 


make submissions to this Commission, and to assist 
NACCU and the Canadian Leagues through its Canadian 
Manager, Mr. Robert Ingram, the director of its 
research department, Dr. Walter Polner, and other 
members of its staff in making their submissions. 

Oh. We eure also like to express appreciation 
to NACCU Attorney Robert J. McMaster with whom we 


had the privilege of consulting on several occasions 
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in connection with this brief. 


yan We trust our submission, together with 
the other credit union submissions made to the 
Commission, will prove helpful in its study and 


deliberations. 
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Schedule I 


DISTRIBUTION GF CREDIT UNIONS BY ASSET SIZE, U.S. 
AS OF DECEMBER 31, 1961 * 


1 = 50,000 39, 96% 
50,000 - 100,000 16.21 
100,000 - 200,000 16.09 
200,000 - 300, 000 7.13 
300,000 - 500, 000 7.79 
500,000 = 700,000 3.75 
700,000 - 1,000,000 4,39 
1,000,000 - 2,000, 000 . 2.97 
2,000,000 - 3,000, 000 1.19 
3,000,000 - 5,000,000 2 39 
over 5,000, 000 213 


* Based on balance sheets of reporting credit unions 
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before 1957, include all Mutual Benefit Societies in Connecticut 
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1 
Less than 0.05 percent. 


A.46 
ASSETS OF OPERATING FEDERAL CREDIT UNIONS, DEC. 31, 1960 
(CREDIT U“IONS GROUPED BY TYPE OF MEMBERSHIP ) 
Type of Membership Number of Federal Total 
Credit Unions Amount Percentage 
/ of Assets Distribution 
All credit unions 9.9 | 2,669,734, 298 100.0 
Credit unions operating among-- 

Associational groups-total 1,457 206,971 ,854 7.8 
Cooperatives 189 49,349,449 &d 
Fraternal & professional 337 57,011,385 re | 
Religious 551 59,971,770 2.3 
Labor unions 380 40,639, 250 1,5 

Occupational groups-total mere 2,430,395, 986 91.0 
Amusements 4,537,845 s2 
Automotive products 243 116, 458, 468 4.4 
Banking and insurance 113 20,470,850 8 
Beverages 59 10,975,870 4 
Chemicals and explosives 223 86,163,276 3.2 
Construction and materials: 

Lumber 95 17,423,091 ei 

Other 164 27,983, 023 1.0 
Educational: 

Colleges 100 20,742,863 8 

Schools 548 120,014,602 4.5 
Electric products 294 89 , 982,736 3.4 
Food products: 

Bakery, grocery, and produce 163 30,074,974 eS I 

Dairy 108 18,738,870 of 

Meat packing 69 9,360,532 4 

Other 173 47 ,666 , 839 1.8 
Furniture 56 4,950,976 sa 
Glass 104 38 , 296,710 1.4 
Government : 

Federal 931 380 , 898 , 426 14,3 

Local 474 160, 234, 388 6.0 

State 165 28, 737 , 628 se | 
Hardware 77 12,762,077 oO 
Hotels and restaurants 47 3,663,198 Fy | 
Laundries ahd cleaners 29 1,030, 495 (1) 
Leather 42 3,591,865 ar 
Machine manufacturers 314 108,053 , 236 4.0 
Metals; 

Aluminum 53 7,886,766 ee 

Iron and steel 324 119,861,010 4.5 

Other 190 45,291,081 1.7 
Paper 229 65,354,166 2.4 
Petroleum 363 129, 303,543 4.8 
Printing and Aapl ts tes 

Newspapers 104 23,412,439 9 

Ot her 101 13,938,626 5 
Public utilities: 

Heat, light and power 190 52,003,911 1.9 

Telegraph 17 1,480,306 Pe | 

Telephone 169 94,549,414 3.5 
Rubber PH | 26,069 , 437 1.0 
Stores 239 73,080, 283 eer 
Textiles 171 26,925,670 1.0 
Tobacco products 4 704,195 (1) 
Transportation: 

Aviation 75 120,599 , 909 4.5 

Bus and truck 176 33 , 846, 329 1.3 

Railroads 309 97,544,353 3.7 

Other 94 20, 386, 627 8 
Miscel laneous 761 115,345,083 4.3 

Residential groups-total 193 32,366,458 | 4 
Rural community 138 22,595,943 8 
Urban community By) 9,770,515 .4 
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DEPOSIT INSURANCE 


The Federal Deposit Insurance Corporation 
(FDIC) is an independent agency of the United States 
Government created by Congress in 1933 to give 
depositors im insured banks a basic and limited 
protection against loss arising from failure of any 
insured bank regardless of the cause of the failure. 
The lee CR ae activities are directed by a 
board of three directors, two of whom are appointed 
by the President, by and with Sue Aen and 
consent of the Senate. The Comptroller of the 
Currency, by virtue of his office, is the third 
director. 

All national and state banks belonging to 
the Federal Reserve System are required to insure 
their deposits with the FDIC. State banks that 
are not members of the Federal ibwerve System may 
carry the insurance if able to meet FDIC admission 
standards. 

Original capitalization of the FDIC was 
supplied in the amount of $150 million by the U.S. 

' Treasury and $139 million by the 12 Federal Reserve 
Banks. No public tax funds are used in the corporatign's 
operations, expenses being paid by semi-annual 
assessments of insured banks based upon total » 
deposits. The corporation insures accounts of 
depositors in insured banks up to $10,000 for each 
depositor. As of June 30, 1961, the deposit imsuranc 
fund amounted to $2.29 billion or approximately 


1.5 per cent of all insured deposits, as of that date 
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Terente, Ontario 

The FDIC is authorized to borrow up to 
$3 billion from the U.S. Treasury at any one time, as 
needed for insurance purposes. No borrowing under 
this authorization has as yet been made. 

Insurance coverage for shareholders in 
Savings and loan associations is provided by the 
Federal Savings and Loan Insurance Corporation, 
established by federal law in 1934. 

At various times, it has been proposed 
that credit unions be provided some form of federal 
insurance protection for members' share accounts. 
In 1961, the Commonwealth of Massachusetts 
established such a limited state program, and a 
privately owned corporation authorized by statute 
has functioned in the state of Illinois since 1956. 


Both of these programs are voluntary in nature. 
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SUMMARY OF BRIEF 
vs 
PRESENTED BY NATIONAL ASSOCIATION OF CANADIAN 


CREDIT UNIONS 


OTTAWA , ONTARIO - 


ec eee 


we 


ROYAL COMMISSION ON BANKING AND FINANCE 


cm mm ee wre ee we ee wee 


ere coy 

1. Introduction n fF vi 

As stated in the mB uuu the oment 
to ovea te Union Briefs, NACCU is the equivalent — 
organization, on whe ecisreth ath basis, of the provincial 
credit union leagues. rt was created by these leagues 
in British Columbia, AlbertA, SaskatcHewan, Manitoba, 
Quebec and. Nova Scotia. WhiaG-there are ,some French 
speaking credit unions in these leagues, for conveniencd, 
the eredit unions represented through NACCU and those 
in Ontario are referred to as the English speaking 
credit unions. There are approximately three : 
thousand Eng lish speaking credit Lp buaanauree Canada 


having a. membership of more than a million persons and 


total assets exceeding one half billion dollars. 
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Basic Structure, History and Operation 

2» Fundamental Characteristics 
The basic. structure of credit unions in 

Canada is founded upon six fundamental characteristics: 
(1) Local autonomy; 
(2) A bond of association; 
(3) Mutual aid; 
(4) A "co-partnership" dealing with funds of the 
| members among themselves; 
(5) A non-profit epee philosophy; and 
(6) The extension of cooperative principles to 


various types of voluntary association. 


3; History 
Their historical background as a people's 
movement was founded in Europe in the 19th century, 
in the Province of Quebee in 1900 and in the 
United States shortly thereafter. In English speaking 


Canada their significant development began in the 1930's. 


4, Method of Operation 

There is a great similarity in their method 
of operation. Basically, it is a simple operation 
Which ordinary persons can understand. The emphasis 
is upon control and operation by the members who creat 
and/or use the common fund. There is a large body 
of voluntary elected officers. Adhering to the princi 
of one member-one vote, it is difficult for any vested 
interests to gain control. There is a genuine feeling 
of the right to equality in treatment by all members, 


with corresponding social adhesion and a sense of 


at enotay gibeto to sxytounrte ofesd sAT 


reottatiredosisio [etdmomsbaul xte aoqu-bebavol at sbhsasd 
iywmonotus Isool (I) 
i:mottstookras to Brod A (S) 


ibis Laudum (€)- 


f 


ie 
ent to ebmut Adtw gntiseb "“qtderentieq-oo" A (+) (8 : 
;aevisameds gsnoms atedmom f i@ 
bas :ydqoeoltidgd Hee titorq-aon A (2) or ' 
ot aslgtoniag svidereqoos Yo notenedxe edT (0) ire | 
-noldstooses yissaulov to asqys eavolisv ct 
él 
yrotatH sé 
| | 
| a'eflqosg 8 @s bavotaNtosd Isotiodatd xfedT - 
L“rudaes ATL ond at sqorve at bebmuolt BSW tnemevom - 
odd mi bas OOCL mt osedev® to esontvort edd at \*" 
aitnssqe daiigna al .asdtseteds ylononda, aetstea bediaU . 
ab ofes ae aft asged tnemgolsveb dasottiasta thedd shsnsd ¥ 
Vr 
notisreqO to bondtem .t Hos 
5 bodtem risdd nt ydteslimte tserg 6 eat eredT | ) re 
nolisrsqo slqmfa s af gt .ylfsotesd .motdsreqo to ge 
afesdqms eAT .bastetebay mss anoereq yrsntbro Sotddw les 
Jseito Ondw aredmem odd yd mottsreqo bas Ioxtnoo sogu ak po 
yvbod satsi s et esrsdaT .bnaut nommos edd 9au 10\bris es 
fonfitg odt ot zaatredbA .erentktito bstoslse vtadnuloy to aN 
bevesv yas tot tluoftttb et tt .stov sno-redmem eno to I x ; 
| aitise? sniuaes s at sretT .loxtnoo mtsg ot BD A les 


,aresdmom {fs yd dmemdeerd mi ydilsupe o¢ tdgts ent to 


To sanse s bs noteedbs Istooe aatbnoqaesrroo Adtw 


ey +e ¢. ' . a ae 


Nethercut "Gg Young 
Terento, Ontaric Re op! 


responsibility among individual members. 

ae Central type operations, in which credit 
unions pool funds not required for loaning, are more 
complicated. These associations have developed 
directors and staff with special skills. Most 

central type associations lend to credit unions. Some 
lend also to other member cooperative enterprises and 


some on individual mortgages to credit union members. 


6, Education 
The leagues in each province undertake extensive 


programs of an educational nature. 


Legislation 

7. Legislative History 

The legislative history of English speaking 
credit unions principally stems from the Nova Scotia 
Act in 1932. Provincial acts have been amended 
frequently to meet changing circumstances. Some 
measure of uniformity has developed by reference to 
improvement in acts elsewhere and annual informa 1 
meetins of inspectors. 
o. All credit union legislation is provincial 
except provision made by the Federal Government for 
the incorporation of credit unions in the Northwest 
and Yukon Territories and the Cooperative Credit 
Associations Act. This latter is a Federal Statute 
under which CCCS and four provincial cooperative 


credit societies operate. 
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Absolute and Relative Growth 
o. Absolute Growth 
The factors accounting for the growth of 
eredit unions in absolute terms are threefold: 


Soclological, economic and diversification. 


10. Sociological Factors 
The main sociological factors have been: 
(1) They were born out of the adversity of the 
depression, when the credit needs of persons 
of modest means were unattractive to profit 
oriented businesses; 
(2) Success elsewhere stimulated confidence; 
(3) A great many individuals have gained new skills, 
knowledge and opportunities for social responsibility; 
(4) The extent of individual participation has 
assured adherence to genuine cooperative 
philosophy; 
(5) Through association with each other and prac- 
tical cooperation the effective influence of 
the philosophy of mutual aid has been strengthened 
(6) They created new techniques to encourage savings 
and to meet their members' needs. 
avnrs Thus growth in size of individual credit 
unions which found their origin in common bonds, has 
not defeated the real objective or approach of 
credit unions. Being of the same genesis and closely 
associated in voluntary associations of practical 
value, they have preserved their fundamental tenets 


Which distinguish them from profit oriented institutions. 
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peel These sociological factors must be 
appreciated to understand the place of credit unions 
in profit oriented economic theories and their 


responsiveness to monetary policy. 


13. Economic 
Certain economic factors have also affected 
their growth: 

Cals The war years laid emphasis upon saving and 
brought Lapaniocy br pl on purchase of consumer goods 
and credit... 

(2) In the postwar era: 

(a) persons of modest means, for the Peas 
time since before the depression, were 
able to dequire the amenities of life; 

(b) the income of wage earners and primary 
producers iwapesaee rapidly; and 

(c) consumer demand gave rise to new consumer 
lending institutions and methods of | 
merchandising on terms, the rates of which 
were excessive compared to the rates offere 


by credit umions. 


14, At first, because of their limited resource 
and the necessity for equality of treatment of 

members, credit unions mainly provided small loans 

only, for their members. They emphasized that spending, 
even upon consumer goods, should be within the 


member's ability to make budgetary payments. 


+5. Throughout this whole period there was a 


; 2 
’ * or pa 7 
te 
Va .- Lae) roy 
»*. 


. cf ra Bn OS 
| f "49 elle 


a% 4 “ ot'p ‘, + a oe 
ee 


a to 


: ne 
ed Jaum ato dost. IsotaoLotooe aR ‘e s 


mA 


anolay ibero to soslq ond basdarebay | ot bedstoomqgs 


i dapeeninndi 


tiedd bas estiroedt otmoriooe bedneiro tttora at 


.yotloq yistenom of, aaensvianogast 


De 2 


a” 25 TOeLSOI 
otmonood .EL 
batostts oals svad stedes? ofmonoos al esie), 


dale tfornz 


; bas gnivsa noqu atasdqme bisl axsey 1sw out, (f) | a 
P 4 ; 
| ab00g temvanoo to sasdouvg mo anoltotiteet tdguoid | iy 
.J£bsto bas | | 
j rf 
sie stewtaog ent mI (S$) | 
Jertt odd rot .ansem tesbom to amoareq (s) |“? 
Be etew .sotagexgsh edt exoted eonte omtd rs 
‘ ;eitl to estiinems edd srtupols 02 elds ! i 
3 ytemiag bas atearss exsw to emooat ond (d) g 
ie bas :ylbtaqss eh aabeane areouborg. as 
Tsmvanoo wen oy safy svsg bnsmeb temuenoo (9) ys 
| to abodvem bras anotiudicsgemt 2aatbeel i 
fofdw to astsr sd .emred ao satetbasdorom = 
beretio aetst end ot bexsqmoo sviaasoxs etsw = 
) rs 
.enotay tibero. yd . 
gg 
poomoast bedimtl rtedd to seusosd ocr JA me i jes 
to Joomd sed to yiilsups sot yttaasoen odd baa as 
ansol [fame bobtvorg {inher apaban jibers .atedmem ac 
patbneqa Jett bestesdgqms yedT .exredmem stent a04 vino Re 


> 


edd atdtiw ed Bbluode ,.abooxs TemLedoo nogu neve 


.atnomysq wretegbud ovam o¢ yttitds a! tedmem 


wiavy 


| 6 asw ete botreq elodw atdd gwonguomiT . ...aL 


=e 


- ea. » 


a Nethercut €& Young A. 5h 


_- Terente, Ontario 

general awareness of the need for the solution to 
hous ing problems culminating in extensions of the 
National Housing Act and the Home Improvement Act. 
As the prosperity of the primary producer vis-a-vis 
other sections of the economy began to suffer, 
Parliament Leen gae the ae for assistance to 

- these producers in the Farm and Fishermen's Loan 

_ Improvement Acts. Action by Parliament to meet 
these public needs was in many instances preceded by 


recognition of the need of their members by 


credit unions. Being non-profit oriented, credit 


into these areas voluntarily. They did so on the 
basis of self-help amd not on the basis of Government 


guarantees. 


16. Relative Growth 

| The relative growth of credit unions in 
relation to other fneEEReEeSn? has been a reasonable 
growth. To compare the growth of credit unions! 
Savings with those of other longer established | 
institutions such as banks, trust obadadtes "kaa 
insurance companies is misleading. Ina free profit 
oriented seokonse pareesauRay in a Sto’ of rapid 
expansion, it would be surprising if the same growth 
occurred in equal proportions between all existing 
institutions and if new institutions did not develop. 
Riven vaviks developed a successful peoples! movement, 
it is hardly surprising that with the general increase 


in income and living standards, persons of modest mean 
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tended to favour credit unions. 
17. "Competitive" Factors 

It has been suggested credit unions have 
"competitive" advantages which account for their 
growth. Those which are apparent arise mainly out 
of their voluntary non-profit oriented operation and 
extensive educational programs. In other respects 
other institutions have "competitive" advantages over the 
credit unions, the nature of which arise mainly out 
of their wider areas of operation and their profit 


oriented approach. 


18. Taxation 

The contention that credit unions have an 
advantage with respect to taxation, we submit, is 
untenable. The only advantage which ensues to them 
by reason of their tax position is by reason of 
their non-profit orientation and their willingness 
and ability in some types of loans to serve nto ea 
interest on a self-help basis rather than aes 
upon government assistance. Other institutions choose fo 
operate on a profit oriented basis and do have income. 
It depends upon the needs of the community which an 
institution seeks to meet whether having no income 


or having a profit is an advantage or otherwise. 


19. Diversification 

Another factor in the growth of credit 
unions should not be overlooked, i.e., they have 
developed in every section a the economy in which 


primary producers, workers and other persons of modest 
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means are active. This has added to their stability and 
adaptability to changing conditions and hence to 
their growth. 
Supervision 

20. Self-discipline 

The commission has had placed before it 
in every province evidence of the democratic control 
and self-discipline demonstrated by credit unions and 
credit union associations. Recently, in at least 


Six provinces, stabilization or mutual-aid funds 


have been brought into being. 


el. Provincial Supervision 

Provincial regulatory authorities exist 
in every province. In most provinces this authority 
is deemed adequate and is supplemented by a high 
measure of voluntary cooperation from the leagues. 
Provisions for external audit are generally required 
or made as credit unions are large enough to afford 
the same. Wide fidelity bond coverage is universally 
required. Provincial governments have all shown a 
vital interest in credit union development. 
ee. NACCU submits that the unique nature of 
credit unions and their development as associations 
under provincial jurisdiction should be recognized 
in any recommendations of the commission affecting 
credit unions. 
23. The systems of internal control and super- 
vision of credit unions have been surveyed in the 


provincial briefs. 
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The Structure of Assets and Liabilities 

24, Main Influence 

The main influence on the structure of 

assets of credit unions and changes therein are: 

(1) the ability and willingness of members to save 
(growth); | 

(2) The need of members to use their longer or 
shorter term nace for their own uses 
(withdrawals); 

(3) the statutory and/or conventional requirements 
for guarantee and liquidity reserves; 

(4) seasonal fluctuations (resulting in surpluses 
or borrowings); and 


(5) the need of members for loans. 


Se Members have been able to save greater 
sums than they required to withdraw for their own 
needs resulting ina Steady net growth in shares 

of credit unions eh akene eo cudlnn ii in sacent oa 

in central type associations. 

26. As credit unions have grown the amount of 
funds tied up in guarantee and liquidity reserves 
have increased. These are, to a large extent, 
together with seasonal balances deposited with 


central type organizations. 


2/. Borrowing 
Borrowings by credit unions are usually 
from these central type associations or from 
chartered banks. Borrowings are a relatively small payt 


of the liabilities of credit unions and are used to 
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maximize the use of the pool of credit union funds 
to compensate for seasonal surpluses. Central 


type organizations mainly borrow from chartered banks. 


28. Policies 
Plicy with respect to the structure of 

credit union assets and liabilities has been generally 
influenced by three factors: 
(1) the maximum use of members' savings to meet 

the credit needs of members; 
(2) a concern principally to use their own funds; 

and 


(3) a regard for liquidity and sound reserves. 


29. Monetary Policy 

In periods of tight money, credit unions 
have generally responded to monetary policy. 
30. Credit unions, directly or indirectly, 
borrow from the banks. They do so to facilitate 
loans to farmers and other primary producers as 
well as to meet the needs of ordinary individuals 
for personal loans for non-speculative purposes, 
including a reasonable level of loans for housing. 
Consequently, if they did not appear to have been 
too responsive to monetary policy, this was not a 
frustration of intended national policy as stated by 
the Governor of the Bank of Canada in his 1957 Report 
and as substantiated by various acts of Parliament 
encouraging many of these types of loans. 
Shy It is probably true that in a time when 


it is desirable to stimulate economic activity by 
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monetary action, credit unions’ do not immediately 
respond. However, once the upturn in the economy 
has begun, the major social objectives of the 
policies of credit unions actually stabilize and 
aid monetary policy. They exert an influence in 
the local community to use and spend funds more 


wisely. 


32. Liquidity Reserve 


Credit unions in all provinces maintain 
cash and liquid reserves either pursuant to statute 
or by convention. 

33 As to the adequacy of these reserves, 

several observations are cogent: 

(1) measured against the most stringent statutory 
requirements, they are hadaveee | 

(2) credit unions and centrals look first to 
new Share and deposit money, borrowing power 
and the proceeds of repayment of loans or, Le 
necessary, the rationing of loans, puentatit dtbey, 
(the liquidity reserves are a source of last 
resort); 

(3) most credit unions deposit substantially all 
of their guarantee and liquidity reserves with 
central type associations; 

(4) analysis shows the central type associations 
adequately secure the liquidity of the credit 
unions depositing with them; 

(5) there is an intangible aspect of liquidity in 


the central type associations arising out of 
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the philosophy of mutual aid which would provide 

maximum eis if there were a general 

exceSsive demand for withdrawal of funds among 

the members. 

34. Investments 

There are several important factors which 
have given rise to the present portfolios of 
investments in securities by credit unions and in 
determining their policies in relation to investment: 
(1) The importance of investments has only in 

recent years grown to significant stature. 

Consequently some of the earlier investments 

were not very knowledgeable and we find in the 

portfolios at all levels some investments of a 

long term type which may, as a result, be 

unsuitable; 
(2) There are three principal types of funds of 

credit unions available for investments which 

influence policies and portfolios, particularly 

as to the length of term for which the funds 

may be invested: 

(a) Guarantee reserves. The loss ratio of 
credit unions has been so small that there 
has been little necessity to call on these. 
Consequently, these funds can be invested 
in less liquid assets. 

(b) Liquidity reserves. These are intended to 
provide liquidity in the event of sharp 
excesses of withdrawals. Due to the poolin 


of this risk in centrals these can safely 
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be invested in shorter term investments. 
(c) Seasonal surpluses. These must be investec 
in near liquid investments. 

(3) In some measure the requirements of the local 
communities in the province influence investment 
policies. 

(4) The amount available for investment fluctuates 
with seasonal surpluses; and 

(5) The policy of credit unions pooling reserves 
and surpluses first on the provincial level 
and then on the national level makes larger 
funds available for and encourages maturity 


in investment. 


3 NACCU is of the opinion that the further 
centralization of surplus funds iA provincial type 

of associations greatly increases the sensitivity 

of credit unions to the price system and monetary 
policy, not only in creating a broader base an 
mobility but because of larger aieeiaiaataee in 

and therefore a closer relation to the capital 

market. If CCCS is permitted to operate on a national 
scale on the same as provincial centrals, this 


sensitivity would be increased. 


36. Loans 

There are several fundamental Cena uaatee 
tics of credit unions which have influenced their 
policies and practices with respect to loans to 
members. These are: 


(1) All credit unions have sprung from small beginning 
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which has meant that at first the funds available 
for loans have been limited; 
(2) Their democratic nature has tended to require 
rationing loans to meet the needs of all; 
(3) These factors, plus high charges and a poorly orgah- 


““iged market for small loans, first lea credit 


sxc, 4unions into the small loan field. 

(4) Credit unions are organized to meet felt needs 
of members, as well as to promote thrift; 

(5) The basis of mutual aid has resulted in greater 
reliance upon character and the member having a 
Sense of responsibility to the credit union than 
applies to profit oriented businesses; and 

(6) The non-profit orientation has led credit 
unions, as the size of the common fund permits, 
to undertake types of socially desirable loans 
Which profit oriented business is not attracted 


tO undertake. 


3/7. Purpose of Loans 

The type of security taken by credit 
unions for a loan is not always a satisfactory 
indices of its loan policies. Where statistics 

are kept on the purposes for which loans are granted 

(notably in some of the western provinces) several 

interesting facts emerge: 

(1) There has been an increasing emphasis on loans 
for the purchase or improvement of homes and 
farms ; 

(2) The amount of loaning for household appliances 


and other household purposes has always been 
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and remains a small percentares 

(3) The credit union has continued to meet the 
small emergency and immediate personal needs 
of its members such as hospital, medical, 
dental and insurance bills, taxes, eaivevtdhal 
and vacation needs, as well as their budgetary 
needs with respect to consolidation of debts 
in substantially the same proportions; and 

(4) There is a similar pattern of loans according 
to their purpose. Variations appear based 


on common bond. 


38. Generally, it can be concluded as to 

loans by credit unions: 

(1) From a small type loan operation meeting 
immediate personal and emergency needs, credit 
unions have developed into being able increasingl 
to meet the needs of their members related to 
their occupations and their housing See aint as 

(2) Credit unions tend to adapt to the siti of 
the local community, e.g., in fishing and 


farming. 


89% Many of these principle types of loans 

have been difficult for persons of modest means to 
obtain except at high rates in the organized capital 
markets. In these fields credit unions have pioneered 


on a self-help basis at reasonable rates. 


40, There iS a continuing need for mortgage 
loans of these types particularly with respect to 


rural areas and with respect to houses in urban centres. 
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Al, Credit unions are restricted in this field 
by the size of their funds and the necessity for 
reasonable liquidity. However, as they have grown 

in size, they have tended increasingly to meet this 


need. 


eo, True Rates 

The true rate charged by credit unions 
for loans is based on simple interest and is widely 
known among the membership and there are no hidden 
charges. They thus have a useful service to perform 


in providing a measuring rod of reasonable charges. 


43. Valuation and Security 

Standard methods of evaluating risks enter 
into the consideration of most credit unions in 
granting credit. In the smaller credit unions the 
Signature of the member either guaranteed by another 
person or alone often is the only security. Payroll 
deductions, life insurance equities and chattel 
mortgages may also be taken. In larger credit un- 
ions where larger sums are more likely to be in- 
volved, and the element of a close common bond is 
not as great, more conventional types of security 
are more frequently required. However, there are cer- 
tain features of the credit unions already discussed 
which permit the credit union to give greater con- 
Sideration to character and enable it to assume a 
larger portion of risk than generally is possible 
for profit oriented institutions. 


Ady, Because of this difference in risk ratio, 
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comparisons as to rates with other lending institutions 
may be deceptive. To some extent, credit unions are 
influenced by the same factors of cost and risk as 

are other lending institutions. Mainly, however, 
credit union rates are fixed by the Directors in 
accordance with two fundamental principles: 

(1) Equity between all members, and 


(2) a non-profit orientation. 


ney Shares and Deposits 
: Among English speaking credit unions the 


predominant method of raising contributions to the 
common fund is by shares. The converse is true 
with regard to the central type organization where 
deposits ‘predominate. 

6, Share investments in credit unions tend 
to represent planned savings of members, whereas 
deposits may represent thnterim.savings or the saved 
portion.of current, income..,There are,several in- 
poh ey seahl BN members to leave share money with the 
credit union. Deposit money, however, most 
frequently will be withdrawn over short periods, as 
required to meet immediate or are term obligations 
of the member except for the residue which he. is 
able to save. This residue,is. often transferred 


periodically by members into share account. 


47. "Chequing" 

To facilitate the withdrawal of money by 
members to meet expenditures, some credit unions 
permit withdrawal from deposit accounts by negotiable 


order. This is permitted on the one hand as a con- 
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venience to the member, and on the other to encourage 


him to save as much as he can of his current income 
after meeting his expenses. It should be observed 
that there are still some communities, particularly 
in western Canada, without any banking facilities 
Which may account for the very large percentage of 
rural credit unions in Saskatchewan which provide 


"chequing" services. 


48, Interest and Dividend Rates 

Up to the present time credit unions 
appear to have done very little experimenting with 
variations in deposit rates. On the other hand 
deposit rates of centrals have varied generally in 
relation to the market. In relation to centrals, 
the deposit rates are sensitive, as are loan rates, 
to alternative opportunities for employment by 
autonomous individual credit unions of their res- 
erves and surplus funds. If the deposit rates are 
too far out of line, credit unions begin looking 
to the possibility of making their own investments. 
The policy of the Ontario League Central appears 
to be a notable exception. | 
AO, The rate of atv idends on shares is modest 
and in some provinces is restricted by statute to 
five or six percent. Having regard to the isidekiee 
rate charged by credit unions and provisions for 
patronage refunds, the dividend rate carminever be 
excessive nor can it be expected to have the 
variations of rates which apply to a joint stock 


profit oriented company. Consequently, the rate of 
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growth of credit union shares is not likely to be 
effected by substantial changes in the rate of 


dividend on shares. 


50. Quebec 

With regard to the different structure 
of share and deposit accounts among the caisses 
populaires in Quebec, we can only assume that they have 
a different historical background than the English 


Speaking credit unions. 


51. Insurance 

Nearly all credit unions carry share 
insurance. This insurance is not designed to protect 
a member against loss. It is rather a group insurance 
carried by each credit union on the outstanding balance 
of share investment up to $2,000.00 payable on the 
death of the member. The benefit is payable, not to the 
credit union, but to the estate of the deceased. At 
the same time most credit unions carry an insurance 
coverage on the outstanding balance of all loans up to 
$10,000.00, payable to the credit union: This protects 
it from loss (or embarrassment of recovery) in the event 
of death or permanent disability of the member. It 
also however benefits the estate which is thereby 
released from the obligation. Both types of insurance 
are very attractive to persons of modest means and has 


certainly been one factor which has attracted members. 


Bay A system of share and deposit insurance 


Such aS is administered by Federal Deposit Insurance 
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Corporation and the Federal Savings and Loan Insurance 
Corporation in the United States is a different type 

of insurance against a different type of risk. That 
system is reviewed in the brief of CUNA filed with the 
commission. NACCU feels the history of losses by 
members of eredit unions in Canada does not warrant the 
expense of such an insurance system. In NaccU'S view, 
such a system would tend to undermine and destroy the 
basis of democracy and voluntary cooperation which 


are the foundation of credit unions in Canada. 


53. Guarantee and Other Reserves 

Having regard to the ria nature of 
credit unions (and their similarity to 'co-partnerships") 
reserves and undivided surplus are a liability of the 
credit union for which it is accountable to the members. 
The credit union per se is not entitled to use for its 
Own purposes any portion of the common fund or the 
earnings upon that fund except as authorized by the 


"co-partners" through the rules. 


54. There are statutory guarantee reserves 


required in every province, as a reserve against bad debt 


5D Guarantee reserves are not distributed 

to members but are applied to losses, if and when they 
occur. They tend to be used up only upon liquidation, 
NACCU favours a recommendation to provincial governments 
that upon liquidation of a credit union, reserves and 
any remaining undivided surplus should be paid over 


to the provincial stabilization or mutual aid fund. 
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A maximum dividend rate of six per cent (such as is now 
provided in some provinces) would prevent the 
dissipation of undivided earnings and reserves in 
anticipation of liquidation and permit a reasonable 
return on share dowediparndnete the common fund. 

56. Revenue and Expenses 

The principal source of revenue of all 
credit unions arises from loans to members. On tiie 
expense side, there will be considerable variations 
having regard to the size of the credit unions. Almost 
universally the cost of group insurance covering shares 
and outstanding loan balances will be a uniform item of 
expense (about three-quarters of one per cent of the 
amount of monthly balances). One common factor of 
expense applying to all credit unions is a consequence of 
their democratic type of organization, i.e., the 
education of members and methods of keeping them 
informed, the training of staff and the holding of 
membership meetings. 

DA? As to expenses generally: 

(1) They are maintained at as low a level as possible 
commensurate with efficient operation; 

(2) They are free of any charges for directors' 
services and the services of committee members. 
These services are extensive and voluntary. 

(3) Phe end purpose, after establishing sound 
reserves for the protection of members! savings 
and as a guarantee against bad debts, is to provide 
the service at cost and the objective is to make 


the cost as reasonable as possible. 


rg | BM 


: * " i f 

i nt asvisest bas agniates bebivibay to notdeqhaatb 
: 7 

sldsmoesst s ctintegq bois notsebiuptl, to motdsqfiotinas 


Ea Hawt Monmoo aris Prey: Srerery ene nae stsd2 so ritudest 


- a9aNnegxe bas suneven  .dd 


iis to sunsvet 40 apmuoe Laqhontiq eAT \> [* 
i on nO .axzedmem oF ensol mort eseixs anoitnu dtbsito 3 =. 
f ny 
anotistisv efdsyebtenoos ed ILitw erent .eble saneqxe @ 4 
JeomlA .anotay tibeto sdt to oste ond ot. bisze,x, gntved a 
ee1sna anitevoo sonsivant quorg to Jeoo edd yilsereviau at 
to moti mxotinu s sd Iitw esonsisd neo! antbastatuo brs Ist 
. edt to tneo reg ano fics gptath anecigerne guods) saneqxs ol 
; / to tot¢ost sommoo snd eeneaces qindaom to gavome [aM 
rt lo soneupeanos 6 et anotay ditbeto [is iy anivlaqgs' sensqxs al 
eft ..9,f ,gotissinsaro to says ih npeiciegis: Lee ol 
medd antqses to ebodsem bras ic et tient : vr 
to antbiond edt bas ttste to antatexrd ort ee Bie 8I 
danideen gidetedmem |@t ; 
:ylisteneg asansgxs ot BA Pa os 
efdiaaoq as fevel.s wol as.ts.beaitstatsm.ers yendT (£) aN 
imoltisiego dmetotite diiw setsxvanemmoo:, cs 
'erotoerth tol asgiedo yas to se%t ors yonT (S) Eg 
-exrsdmom ssdidimmoo te asoiviee odd baie asotvrsa | /AS 
-vrsinulov bas svienstxs ors esotviee enedT es 
bavoe xoiidatidstes tetts .seoquuq bas edT (€) | OS 


| 
vn 4 
agnivee 'ersdmsm to nottoetorg sdt tot esvirsesr 1 ¥S 


sbivorg ot ef .atdeb bed gantsys setnasrseus 8 88 bare 


Yo om weet we 
co 


Nethercut & Young 
A.70 


Terente, Ontaria 


Credit Unions in Relation to Monetary Control 
58. The Capital Market 
A properly functioning capital market is 
essential to the aims of maintaining employment at a 
reasonably full level, containing inflation, promoting 
economic growth and insuring a "fair" division of the 


comforts and necessities of life. 


59k The price system is a reasonably economical 
and efficient way of administering the scarce resources 
of society. It has certain disadvantages, however: 
(1) It can misdirect resources if it does not 
properly function; 
(2) It is unable to allow for exceptions; 
(3) It can be warped by the unscrupulous; and 
(4) It gives little consideration to justice, social 


and moral values. 


60. The credit union movement, local, 
provincial and national, is a small but essential 
part of the capital market catering to demands not 
adequately handled by the price and profit system. 

It assists the ei Nlee System to perform its essential 
funetions; it aids in attaining the major needs 
described in Paragraph 58 above, and it has important 
social and non-economic functions which merit 


encouragement in the national interest. 


61. To the extent the credit union movement, 
within itself, is attempting to pursue aims not widely 


at variance with the major 6egectives of society and 
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has intrinsic values not found in commercial profit 
oriented operations, it would be a mistake to classify 


it with other “non-bank financial institutions”. 


62. If there are minor difficulties in the 
way of effective monetary policy posed by our unique 
position, these are not of such magnitude as to out- 
cates ie positive additions credit unions make to 
the capital market, the importance of their major 
social objectives and, in some cases, their acting 
in a manner which is actually stabilizing economic 


activity and an aid to monetary policy. 


63. “Lender of Last Resort” 

The local credit union in its early 
stages often acts as a "lender of last resort" in 
emergencies (e.g., in cases of accident, medical 
emergencies, threatened destruction of livelihood 
or an overpowering feeling of hopelessness in the 
face of financial obligations). Under emergency 
conditions the individual has an almost perfectly 
inelastic demand curve, in terms of interest charges. 
His desperation requires that some concept of justice 
come to the fore. Profit oriented institutions can 
not be expected to consider justice in their price 
policies. The eredit union can eliminate some of 
the precautionary reasons for the individual member 
holding idle balances. The credit union thus pro- 
vides competition in what is a non-competitive market 


situation. 
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64. Knowledge 

Knowledge is essential to the proper 
functioning of the price system. The borrowers from a 
credit union are made aware of the cost of funds. 
Through broad participation in boards, committees and 
extensive educational programs, ordinary savers and 
borrowers learn about interest rates, alternative 


sources of funds and rates of return. 


65. Increased Mobility 

As the sain union grows the development 
begins to lead to an inerease in the mobility of funds 
and an integration with other institutions in the 
market. In the meantime, the volume of saving is 
greater than it otherwise would be; an essential 
Service is performed by bringing borrowers into 
relation with suppliers; an institution is created 
Which is non-charitable, reduces risk and 
has aS a purpose the mobilization of funds, sel le 
to the needs of some members, to assist nee members 


to increase the productive capacity of the area or region. 


66. Related to the Market 

The credit unions become related to the 
market in a number of ways: (a) by borrowing from the 
bank, (b) by longer term loans not related to con- 
sumption, and (c) by development of liquid reserves and 
essential surpluses available for investment in liquid 


or near liquid assets. 


oi. The statutory or conventional reserves 


(guarantee and liquidity) give rise to an integration with 
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the capital market at an early stage. Consciously or 
unconsciously, orice considerations or alternatives may 
become effective at the margin in rationing loans to 


members. 


68. The existence of these reserves and surplus 
funds give rise to central type credit unton 
associations. However, the local credit union does not 


surrender its autonomy. 


69. When surplus funds arise in a credit union 
due to their democratic nature, new loan policies are 
Slow to be introduced as all members are entitled to 
equality of treatment. Hence, in times of surplus 
these funds, at least in the short run, tend to go into 
outside holdings (through centrals, the banking 

system or into government bonds). Once invested there 
be an unconscious tendency to respond to interest rates 
before converting to a loan program. In any event, 

the need (and often the statutory requirement) for 


liquidity, prevents funds being used in their most 


productive use in times of tight money, as shown by the viUe8 


rates which borrowers are willing to pay. 


70. The centrals are important in this 
respect. They ensure liquidity by pooling and bringing 


the excess funds into relationship with borrowers. 


(a. The centrals are much more sensitive to the 
organized capital market. Important in this respect 
are the following factors: 

(1) They bring borrowers and lenders together and 


increase mobility of funds and increase knowledge 
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of opportunities. 

(2) Any restriction on the flow of funds is greatly 
reduced by a multiplicity of common bonds brought 
together to form another bond in central; and 

(3) Any possible immobility resulting from the 
cooperative tie within central is reduced by 
the local autonomy of the credit whion. The 
local credit union can always put seasonal 
surplus funds and reserves into bonds or deposit 
with a chartered bank. The central thus has 
to set rates competitive with the organized 
capital market both initending and borrowing 
policies. : 

2% Thus the centrals enhance the effectiveness 

of the price system in the capital market and bring 


eredit unions into relationship with it. 


73. Complementary to Profit Oriented Businesses — 

The capital market as presently organized 
does not cater in. a satisfactory way to the needs 
of financing certain groups ‘of’ activities: “ In many 
cases the Government has stepped in to guarantee 
or otherwise assist in financing. --Many of these 
types of loans have long been important areas of credit 
union activities and as to others, they have formed 
an increasing part of credit union loans. We think 
it naive to expect profit oriented institutions 
to ration their supply of funds by some other consider- 
ation than effective rates of return. 


7. The degree of immobility of funds occasioned 
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AL 


by the local nature of credit union operations is 

also a valuable complement to profit oriented 
institutions in the capital market. The suggestion 

has been made that monetary policy should be modified in 
some way to the advantage of those regions which are not 
Showing the same degree of economic growth as others. 
Such a suggestion would involve major interference with 
the freedom of banks and investors. Credit unions by 
looking after needs of members first make the sort 

of free decision of investors Which prevents funds 


from leaving a depressed area. 


75. Increased Savings 

It is generally acknowledged that the 
supply of savings of people of modest means is not 
likely to be responsive to higher rates. Through 
the common bond and philosophy of credit unions, 
and their educational programs, credit unions con- 


tribute to the desirable result of increased savings. 


76. Open Market Operations 

The success of open market operations 
depends upon the efficient working of the capital market 
But there are two aspects: the development of 
the capital market and the development of new types of 
issues and institutions which allows a greater volume 
of transactions to be financed on the same money basis. 
Thus, ap emptor to changes in the quantity of money, 
an additional volume of transactions can be financed 
as the capital market expands, develops and becomes 
more efficient. We think these developments in the 


capital market are desirable even though they may pose © 
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certain problems for monetary policy in the short run. 
It takes time for the capital market to approach the 
point where all the shifting of assets and liabilities, 
all the institutions which ease these shiftings, and 
all the intercommunications of this system are fully 
worked out. It is important, in our: view, that the 
capital market be allowed to develop towards its limits 
so that the traditional methods of monetary control 


Will work smoothly and quickly. 


ee 0 In a period where new institutions and 
securities have been developing, control of the supply 
of money has not Fine extremely effective. We 

think that the Radcliffe Committee's conclusions about 
public debt rated eee as the key note of monetary 


policy is well taken. 


78 Short Term Money Market 

In our view, one important reason for- 
"excess liquidity' at the present time is the apparent 
policy of the Bank of Canada to develop a short term 
money market in Canada, although we believe that this 
improvement in the functioning of the capital market 
is highly desirable. Once the "excess liquidity" is 
squeezed out of the system (either through fiscal polic 
or a growth of the capital market towards its limits) 
traditional types of apeeenrts management come into their 
own, A barrier placed in the way of the development of 
the capital market (e.g. restrictive controls of 
financial institutions) is likely to result in 


inefficiency in the capital market and is likely to 
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stimblate the development of less desirable institutions 


to circumvent controls. 


19. The Postwar Period Special 

The postwar period in Canada has been a 
very special case and is a poor guide to the future 
effectiveness of monetary policy because of new habits 
developed by consumers. When these changes are 
fully worked out the system should become more 


responsive to monetary policy. 


80. Unemployment 

We support the view that unemployment may 
not be amenable to treatment by general monetary 
policies. There is in society today much frictional 
unemployment and structural unemployment which, unlike 
general unemployment, cannot be cured by manipulating 
aggregate demand. There therefore is some justification 
for having credit unions twhich cater to the needs of 
persons affected thereby, not too responsive to tight 
money policies. The close connection between many 
of these activities credit unions engage in and 
those which the government has felt it desirable to 
Stimulate even when applying tight money policy is a 


justification for this position. 


81. Summary on Monetary Policies 

The credit union movement even when com- 
pletely organized on a national cooperative basis will 
not become completely price oriented and we believe 


it should not be. Self-help and common interests are 
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important restraints on the extent to which activities 
should be price and profit oriented. The autonomy of 
the local credit union protects those values which are 
considered important, whereas the development of central 
and the CCCS introduces somewhat more price oriented 
behavior and increases the mobility of funds. Further, 
because cooperation in centrals is voluntary they 

become through centrals more.closely knit to the 


organized capital market. 


O2. Credit unions do not make the most profitable 
use of funds, but restrain profits in the interest 

of serving their members! needs first, they are not 

able to face the same restrictions and competitive 
pressures as those institutions which do not restrain 


the pursuit of profit to the same extent. 


83. “fn general, we feel that the effects of 
changes in monetary policy are reflected in the 
operations of the credit union movement. If, however, 
monetary policy begins to effect the level of activities 
and thus incomes, employment and prices, the 

inflow of savings into credit unions is likely to be 


changed, with a corresponding change in lending. 
The Mortgage Market | 


olky In our view, mortgages in Canada are heavily 
directed towards construction of new houses in urban 
areas and are not readily available on older homes. 
This works to the disadvantage of many people of modest 


means. 
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At the present time mortgages are highly 
illiquid due to the lack of a highly organized market, 
resulting in high rates of intereest. One way to over- 
come this lack of liquidity would be to have mortgage 
exchanges. Fuller use of the purchase clause of C.M.H.C 
as a last resort purchaser to protect liquidity might 
be an effective method of providing more funds for 
mortgages. 
Bank of Canada Policies 

86. Public Statements 

We feel that there are certain undesirable 
results which might ensue from fuller public statements 
by the Bank of Canada about its policies. Most of 
the undesirable factors relate to short run policies 
in market operations of the Bank. A case could 
perhaps be made for frequent and full public statements 


about long run policy aims. 


87. - We would suggest that to the extent that 

a wider knowledge of changes in short run policies is 
desirable, formal confidential communications be 

more widely used. The Canadian credit unions would 
not wittingly act in such a way as to negate national 
monetary policy in an'W@udesirable way. We do not 
believe that formal confidential communications have 
been used aS widely as they could have been. If 
moral suasion is to be relied upon as an important 
instrument of monetary policy the organization of credit 
unions into centrals and ultimately into the Canadian 


Cooperative Credit Society makes it possible to have an 
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element of cooperation without jeopardy to the information. 


The Role of Credit Unions 


88. Uniqueness 


The role of credit unions is not to engage 
in banking. They may perform from time to time 
operations which appear to be similar to some of 
those performed by banks -- soba i-O8 operations are 
also similar to operations of many financial institution 
which clearly are not banks -- yet credit unions are 
not any of these kinds of institutions either. They 
have unique characteristics of organization which 


have already been fully described. 


89. Future Roll 

They will develop in those fields where 
their members staan a need which most usefully and 
effectively can be solved by mutual self-help. This 


allows for variation but it is a limiting factor. 


90. ' One further limiting factor appears 
certain. Credit unions will also tend to be the 
instrument of persons of modest means who have some 
social consciousness and are unable to take part in 
individual investment programs because of lack of 
time and knowledge, and because they cannot afford 


the risk, except through pooling. 


Ql. To some extent in whatever field the 
eredit unions operate they will serve as a yardstick 


by which the ordinary man can measure the costs to 


tonite sotimnso ta SMe af 
AG i 


f vt gab 


anoknU $tbend Se etek one 


egszie ot jon at anotay tibeto to elom edT san atoye 
omtt of emtd mort mrotreq ysm yedT .aninasd at 

to emoa og sal tmeeved od xsesqqs dotdw enotisrego 

ers anoildsreqo ous tok -~ gxXnad yd benrrotreq seondd 
anotdudtvant [atonsatt vasm to aenotisreqo ot zaslimtea oats 
ets anoinu tibeto dey -- exrisd Jom sis viarselo doftaw 


yenT  .tendtie aenotiuditaal to ebatnd seeds to yas ton 


a | a. ae 
= i 
vw Ps 


of 

tt 

doldw mnottissineare to eolvatretosredo suptay eved ist 
.bedfrogeb yiint need vbsexls even éI 

AM 


[lox ou dul 08 \ 


eredw ablett saodd nat cacavas [ftw yvodT i” 

bas yiletloeu taom doidw bsem 8 sven axredmem ttendd i 

@inT .qisd-tloe Isutum yd bevloa od mgo “levitivatte 7 

| sedans giivimil s at tf dud nottstisy rot awolls 7 
, ‘i Qt : 

5 arseqqs totjost putittant soddiyt onO more) og 


eid ed od baet oals [ftw anotau gtbetD .nmisidreo re 


emoe sv8d Onw ansem tasbom to anoaereq to tnemuntent ae 


b : 

: ai dxsq exist oF eldsau ots bas aasmeavotoanoo Istooe eg 
7 a 1 F oy 

i to Nosl to sausosd amsrgorq taomteoval Isubtvtbat jae 
V4 . rt 

ae | brotis voanso yedd sausoed bas .egbelwony bas omit = |i 


od -antloog dauords tqeoxs .vNatsr sds jas ; 


edt Blotl revessrw nt dastxe emoe oT cow «tale 
woftebisy s es evxee LIltw yond eistego enoiau atbons 
od etaoo oft stwasem aso osm yrsmtbro edt dotdw vd ~ 


ww. i‘ . Je 


4 ’ ‘ : ¢ wr ne ‘ [ 
ac *?,. a , 2b a a eee 2 ty aut iss li pal lr! , 


Nethercut &é Young 


Terente, Ontaric A.81 

1 him of services charged by profit oriented business 
2 and can gain a greater insight into the factors which 
3 enter into the granting of credit. At the same time 
4 credit unions offer him an unusual experience 
5 in practical democracy. 
6 
: Cone lusion 
‘ 92. There is entire unanimity amongst the 
i provincial credit union leagues and central type 
i organizations represented by NACCU with respect to all 
a matters contained in this brief and also in the 

briefs filed by CUNA and CCCS. 
12 
13} 93, NACCU regrets that by virtue of the fact 


14 that the Ontario Credit Union League is not presently 


15 ‘a member of NACCU, it has been unable to present full 


16 statistics with respect to credit union operations in 

17 that province. As to views expressed in this brief 

18 on many matters, including views as to the capital 

19 market and monetary policy, we do not pretend to 

20 represent all of the credit unions in Ontario. 

21 

~ 94, Extensive Unanimity and Some Divergence of Views 

= From our contact with credit unions in 

me that province, we expect that the views of some Ontario 

m credit unions as to the function of a central type 

e credit society, liquidity requirements, "chequing" 

es services and association with other cooperative 
enterprises might differ in some respects. 

cs 95. Provincial Jurisdiction 

29 ! Credit unions, historically, have been 


30 provincially created and supervised bodies. Having 
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regard to their local autonomous nature and need for 
frequent adjustment in legislative provisions, they 


Should continue to be subject to provincial jurisdiction. 


96. NACCU submits that there appears to be no 
foundation at present, either in the general national 
interest or in the tnterests of monetary policy for 
regulation or control of credit unions on a federal 
basis. Such regulation and control, to the extent, 
if any, which it may be deemed necessary, could most 
effectively be accomplished by suitable federal 
legislation to permit the development of CCCS. Thus, 
by a combination of legislative and voluntary 
cooperation, the essentially provincial nature and 


operation of credit unions would not be disrupted. 


O7. A free capital market rather than an 
extensive and complicated system of controls is the 


best guarantee that monetary policy will be effective. 
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BRIEF OF 
NATIONAL ASSOCIATION OF CANADIAN CREDIT UNIONS 
SUBMITTED TO 


THE ROYAL COMMISSION ON BANKING AND FINANCE 


I. THE STRUCTURE, ORGANIZATION AND MANAGEMENT OF 
CREDIT UNIONS IN CANADA. 
Le Fundamental Characteristics 
The basic structure of credit unions in 

Canada is founded upon six fundamental characteristics: 

(a) Credit unions are local autonomous bodies. 

(b) They are usually brought into being by persons 
having some other bond of association 
(industrial, parochial, ethnic or community) -- 
although as they grow, particularly in urban 
communities membership in the credit union may 
itself form a stronger bond of association than 
that bond which it was originally founded on. 

(c) They are mutual aid associations. 

(ad) The corporate entity of the credit union is the 
instrument by which members pool their euuds and 
make them available to themselves to meet their 
credit needs -- they are in essence a co- 
partnership dealing with their own funds amongst 
themselves. 

(e) They ame aes upon strong philosophic principles 
and are non-profit oriented. 

bf) Despite their local autonomous nature, they 
extend the principle of:cooperation to various 


types of voluntary associations designed to assist 
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their sound growth in educational, legislative, 
supervisory and practical ways by the formation 


of leagues and cooperative credit societies. 


2. History 

These autonomous bodies have their historical 
and snug COR s origin beginning with the People's 
Bank Movement beginning in the 19th century in Europe. 
Historically in Canada they began in Quebec in 1900. 
The Movement somewhat coincidentally spread to the 
United States and in these two areas on the North 
American Continent early rapid development took place. 


(See historical outline annexed hereto as Schedule ey) 


ei In the English speaking areas of Canada 
the development began in Nova Scotia about 1932 and 
by the end of the 1930's had established itself in 


all of the other provinces. 


4. Size 

From small beginnings credit unions have 
grown substantially in all parts of Canada. The 
last figures produced by the Economics Branch of the 
Department of Agriculture of the Federal Government 
show there were at December, 1960, 4667 credit unions 
chartered (4287 reporting) having 2,544,300 members 
with total assets of $1,299,406,000.00. Even since 
these figures were published (which were not complete) 


there has been further growth. 


ay Because of the earlier beginnings of credit 


unions in the province of Quebec and their successful 
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operation, the Caisses Populaires continue to 
represent the largest number of associations, members 
and assets in any province, but in the last fifteen 
years substantial growth has taken place in the 


English speaking Movement across Canada. 


6. Types 

While credit unions tend to develop to 
meet local needs in local communities the growth 
generally across Canada has been substantial in all 
areas of the respective provinces. In British 
Columbia where there are several large fishermen's 
credit unions and several large credit unions in 
farming communities the development has been fairly 
uniform amongst the different segments of the economy 
of the province. In Alberta the credit unions have 
been slower in getting under way and have tended to 
develop principally in the urban areas but are 
showing signs now of expanding and moving into the 
rural areas. In Saskatchewan the early movement was 
predominantly in rural areas but as important 
sociological changes have taken place resulting in 
urbanization in that province large community credit 
unions in the urban areas have developed. In 
Manitoba the Aeibae of occupational credit unions just 
about balances the number of rural community 
credit unions. In addition there are a fair number 
of credit unions formed around the common bond of 
association (clubs, fraternal orders, national and 


religious). In Ontario a large portion of the credit 
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union development has been in the industrial 
areas although there is also a large group of rural 
eredit unions. In Quebec amongst the English speaking 
community the development appears to have been mainly 
industrial or around the common bond of a parish 
or church association. In Nova Scotia the Movement 
began in the Eastern counties but spread to all 
parts of the province being for a time predominantly 
rural. However, with urbanization, greater con- 
centration in centres of population has occurred. 
There still remain, ridionent, 104 credit unions 
located in rural communites these being balanced off 
by a like number of occupational and industrial 
credit unions and community urban eredit unions with 
a small number of parochial credit unions. Urban 
eredit unions account for a much larger percentage 
of the total membership and assets. We do not have 
the material available with respect to Prince Edward 
Island and New Brumswick. However, having regard to 
their size and their similarity to Nova Scotia by 
virtue of their ceosraprheal situation we expect 
that the development would be similar in those two 
provinces. In Newfoundland credit unions are a new 
development, and in recent years the Federal Govern- 
ment has enacted credit union legislation in the 
Yukon and Northwest Territories to permit the 
development of credit unions. 
‘£8 Changing Patterns 

For reasons which will hereinafter be 


explored, and largely arising out of the local 
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nature of credit unions and their common philosophy 
the Credit Union Movement has adapted itself to 
changing local conditions in several provinces so 
that one might expect just as the pattern of today 
differs from the pattern of fifteen years ago, that 
in another fifteen years as population shifts occur 
and economic institutions change in Canada the 
geographic distribution of credit unions in terms 
of numbers, members and assets may alter. In most 
provinces it appears that the growth in actual number 
of credit unions has slowed down. However, the 
growth in membership has not levelled off as yet and 
the growth in assets still continues. 
8. Nature of Operations 

This, Wontliesdon will have observed from the 
evidence presented to it in the various provinces, 
that the nature of the operations of credit unions, 
particularly in the English speaking communities is 
substantially the same. As will be pointed out later 
the legislation upon which they are incorporated 
provincially had a common origin arising out of the 
first Act in Nova Scotia and in the various revisions 
of the Acts in the various provinces regard has 
generally been given to what changes have taken 
place elsewhere. Annually the Chief Inspectors of 
the Departments of Provincial Governments meet in- 
formally to discuss practical problems and legis- 
lation. Furthermore as the Commission will no doubt 
have appreciated, credit unions are built upon the 


same fundamental foundations in all of the English 
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speaking areas of Canada and have the same philosophy 
and non-profit oriented outlook. In this they have a 
great deal in. common with the Caisses Populaires in 


Quebec. 


9. The operation of a credit union is a 
fairly simple operation which it is possible for the 
ordinary persons who compose their membership to 
understand. Usually the credit union begins with 

a small number of persons with a common bond pooling 
their funds and making small loans out of those 
funds to the members. Frequently in the beginning 
this is done with the assistance of a voluntary 
treasurer. As credit unions grow and the volume 

of transactions makes it impossible to carry on on 
this basis they tend to acquire paid staffs and the 
large ones to acquire their own premises. However, 
throughout the Movement from the smallest to the 
largest the emphasis is upon the control and eee 
of the credit uhion by the members who create the 
common fund and we find therein in every province 

a large body of voluntary officers functioning on 
boards of directors, credit committees, supervisory 
committees and educational and other types of 
committees. These officers serve voluntarily without 
remuneration and are duly elected by the members in 


general meetings. 


10. ‘Democratic Control 
The credit unions are formed on the demo- 


cratic principle of one member one vote irrespective 


af the amount of investment in the common fund. Ac- 
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cordingly it°is difficult for any vested interests to 
gain control of the credit union and furthermore there 
is a genuine feeling amongst credit union members that 
they are entitled to equitable treatment by the 

credit union in the payment of dividends, the payment 
of interest and the payment of patronage refunds on 
interest paid on loans as well as in the policies with 
regard to the making of loans. This awareness of 

the fact that the credit union funds are the 

common funds of the group and of their rights and 
privileges in relation to the group provides a 

strong incentive to members borrowing from the 

credit union to feel a responsibility to make re- 
payments. Credit unions adopt more humanitarian 
attitudes towards borrowers in difficulty and to 
members seeking to borrow who might appear on usual 
standards not to be credit worthy. The credit 

unions have adopted these attitudes because of 

their democratic nature and non-profit orientation. 
Generally members repay their loans on the due date 
and most applicants are from the credit union view 


credit worthy. 


ll. Some differences in operations 

Some differences in operations have oc- 
curred in different areas with respect to policies 
particularly in relation to interest charges. Many 
cwedit unions adhere to the original concept of 
charging the maximum rate of interest, one per cent 


per month, and distributing the savings resulting 


from the creat union operation by way of patronage 
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bonus after payment of reasonable dividends and 
interest on déposits. Others, however, have re- 
cognized that different interest rates can reasonably 
be related to the type of loan and/or the type of 
security and interest rates accordingly vary in such 
eredit unions from six to twelve per cent on this 
basis. The latter type of operation gives to the 
members a saving at the time of lending and does not 
tend to result in the distribution of patronage re- 


funds on loan interest. 


Eas. Some credit unions tend to restrict their 
types of loans to small loan short term. Others, 
particularly in areas serving primary producers such 
as farmers and fishermen may make fairly large loans 
on longer terms to assist their members in their pro- 
duction activities. As credit unions grow larger 
there is. an increasing tendency to make mortgage loans 


on longer terms (both urban and rural). 


73}. These different methods of operation, 
however, cause very little deviation from the standard 
practice of operation and a fairly simple bookkeeping 
procedure. As credit unions find they have surplus 
funds available in seasonal periods, rather than 
become involved in investment programs of their 

own to keep the funds occupied, generally they have 
tended to make funds not used in loans to members 
available to Central credit unions or co-operative 
credit societies which they have created in accordance 


with credit union philosophy and principally for the 
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purpose of pooling surplus funds amongst the credit 
union members. When not needed for that purpose these 
central type organizations have in many instances made 
these surplus funds available to other cooperative 
institutions who are members of the cooperative 

credit societies on a short term basis. Some have 
used these pooled funds for longer term mortgages to 


individual members of credit unions. 


14. Inter-relations 

The cooperative credit society operation 
is a more complicated operation than an ordinary 
credit union although basically operating on the same 
principles. These societies have tended to develop 
directors, elected by the corporate members of the 
society, who have developed special skills to deal 
with the operations of the cooperative credit 
societies as they have grown and also have developed 


more specialized staff. 


lan Appended to Introductory Statement to 

the credit union submission is an organizational 
chart showing the relationship between credit unions, 
provincial leagues, provincial cooperative credit 
societies, the National Association of Credit Unions, 
the Canadian Co-operative Credit Society and Credit. 
Union National Association as well as a description 
of the function of these various voluntary co- 
operative associations. It is sufficient here to & 
observe that there is a large measure of voluntary 


cooperation among credit unions. In some provinces 
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practically all credit unions belong to the credit 

de ietaceiup and to the cooperative credit society 
and in every province the vast majority of credit 
unions belong to the league and large numbers belong 


to the cooperative credit societies. 


16. Pooling of credit union funds 

Here might be observed two different trends 
of development which have taken place in terms of the 
pooling of credit union funds. In some provinces 
central credit unions or cooperative credit societies 
were formed very early in the development of credit 
unions in those provinces. In some other provinces 
this did not occur. In these latter provinces as 
eredit unions found they had surplus funds which they 
were prepared to pool, these funds were made available 
to central divigions.op7sections of the provincial 
credit union league. In some provinces these contHal 
sections of the league made loans to credit reas out 
of the pooled funds. In some the pooled funds were 
used to make mortgages to individual members who were 
members of credit unions and who, because of the size 
of the credit union, were unable to obtain this type 
of financial assistance from the credit union. There 
has developed, however, strong cooperative credit 
societies in British Columbia, Saskatchewan and Ontario 
which, together with the Manitoba Co-operative Credit 
Society have joined together in the formation of the 
Ganadian Co-operative Credit Society. In Alberta in 


recent years a cooperative credit society has been 
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developed in line with the tradition in these other 
provincesbut, having a much. later start and the league 
in that province having already a central service, it 
is to be anticipated that the development of a strong 
cooperative credit society will take a few years. In 
Manitoba the cooperative credit society likewise has 
been late in developing and it will take some time 
for it to develop to the stature of the cooperative 
credit societies in the three provinces mentioned. 
In Ontario the credit union league has a large central 
credit division. Notwithstanding the late start of 
the cooperative credit society development in Ontario, 
that society has forged ahead very rapidly in recent 
years. The Quebec central credit union has developed 
in a somewhat different manner and with different 
objectives than the cooperative credit societies in 
other provinces. The development in Quebec in this 
respect parallels a similar development in the United 
States where the central credit union is principally 
organized to service members of supervisory and eredit 
committees in the individual credit unions who are not 


permitted to borrow from their own credit union. Ina 


mall way it also assists credit unions in times of 


need to meet demands for withdrawals or loan demands. 
The growth of the central in Quebec has been relatively 


slow. 


13. In Nova Scotia the league has had a central 
division known as a Deposit and Loan Department from 
which it has made longer term and larger loans to 


individual credit union members. Subsequentiy| these 
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functions of the Deposit and Loan Department of the 
league have extended to loans to credit unions and 


other cooperative institutions. 


19. Educational and Leadership Training 

From the various briefs filed before the 
Commission it will be aware of the fact that the 
leagues in all of the provinces undertake extensive 
programs of a general educational nature as well as 
directed to the training of personnel, both voluntary 
and employed. The evidence filed at the provincial 
hearings in this respect is so extensive it does 


not require repetition in this brief. 
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xs LEGISLATIVE HISTORY 
19. Barly History 


Quebec led the creation of credit unions 
in Canada in 1900 when they were first recognized and 
established as provincial institutions. (For the 
earlier history of credit unions in Europe and else- 


where see Schedule 1 referred to above.) 


20., English Speaking Credit .Unions 

Outside of Quebec (except for an early Co- 
operative Credit Societies Act in Ontario) the first 
legislation in the English speaking credit unions was 
enacted in 1932 in Nova Scotia; then followed provincia 
statutes in Manitoba and Saskatchewan in 1937 and Ontarijo 
and British Columbia in 1938. In the Engd@ish speaking 
communities the 1932 Nova Scotia legislation was used 
somewhat as a guide for similar acts in other provinces. 
Frequent revisions of these Acts in all of the English 
speaking provinces has occurred since 1937, which have 
modified legislative provisions from time to time in 
keeping with the development of credit unions in the 
various provinces. These amendments and revisions have 
in many instances placed upon credit unions restric- 
tions with regard to their practices where unsoundness 
has either appeared or it has been thought it might 
appear, and in some instances have liberalized the 
legislation. In every province the leagues have been 
active participants in obtaining modifications to the 
legislation in cooperation with the various. depart- 


ments of government under which tredit. unions have 
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fallen in the respective provinces and the Inspection 


Departments. 


el. Legislative Changes 

As most of the Provincial legislation has 
been recently reviewed in the respective provinces 
NACCu has no recommendations for their improvement 
at the present time. There is a growing tendency 
towards uniformity. For instance, in the 1961 re- 
vision of the B.C. Credit Unions Act consideration 
was given to all of the statutes of the other provinces 
of Canada. Inasmuch as provincial credit union Acts 
govern local autonomous credit unions some variation 
between the Acts of the several provinces are bound 
to appear arising out of different local circumstances 


and different practices. 


22. Federal Legislation 

The first and only entry of the Federal 
Government into the field of federal legislation with 
regard to credit unions was at the request of certain 
provincial cooperative credit societies in 1953, when 
the Co-operative Credit Associations Act was enacted 
as the foundation of the incorporation of Canadian Co- 
operative Credit Society and as an instrument whereby 
provincial cooperative credit societies could register 


and be deemed to be incorporated by Parliament. 


25) 5 This legislation was intended on the one 
hand to permit the extension of credit union pooling 
on a national level for the maximization of the use of 


credit union funds and onthe otherhand to remove any 
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question of the constitutional validity of provincial 
cooperative credit societies as their oganization and 
practices might be deemed to infringe upon a broad 


definition of exclusive federal jurisdictions. 


e4, Summary of legislation 

Annexed as Schedule 2 hereto is a summary 
of the main principles of the provisions of the Credit 
Union Acts in the provinces of Canada where briefs 


have been filed, extracted from the briefs. 
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III. GROWTH -- ABSOLUTE AND RELATIVE 


25. Substantial Growth 

Taken from their effective inception in 
the English speaking communities of Canada the growth 
of credit’ unions has been substantial. From negligible 
beginnings in 1937 the briefs filed before the 
Commission indicate that by the end of 1960 credit unio 
assets had grown to approximately 496.2 million dollars 
as to credit unions and 57.4 million dollars as to 
central type associations. (This excludes the, Caisses 
Populaires in Quebec, New Brunswick, Prince Edward 
Island and Newfoundland). In the same, period the 
Caisses Populaires in Quebec also Showed a substantial 


growth. 


26. These figures demonstrate growth of credit 
unions in absolute terms. Later in this brief growth 
of credit unions relative to other institutions will 

be discussed. The reasons for such absolute growth 

is accounted for in various ways in the different 
provincial briefs. Undoubtedly, having regard to the 
local and provincial nature of credit unions some 
aspects of that growth will be hashes ope: for by purely 
local influences. However, it is apparent from the 
several briefs and from a somewhat uniformity of growth 


that there have been several common denominators. 


©7. Factors Accounting for growth 
The several leagues presenting briefs appear 


expressly or by necessary implication to attribute 
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this absolute growth to a number of essential factors 
which generally can be broken down into sociological 


and economic factors. 


28. Sociological 

(a) Sociological factors: 
(i) Credit unions came into being in the English 
Speaking community after a period of great 
adversity in which persons of modest means, 
principally primary producers and working 
men and women had suffered great deprivations. 
In this period the profit oriented financial 
institutions found it necessary to withdraw 
their services from many areas (in Saskatchewan 
191 branch banks were closed. See Saskatchewan 
League Brief page 2 paragraph 5). 
At the same time the uncertainty of employ- 
ment and regular income had rendered many 
Such citizens of modest means questionable 
risks for prorit-ortented? institutions. “In 
the period of expansion of the economy at the 
end of the 1930's and subsequently in the war 
period savings through financial institutions 
tended to be attracted to national rather than 


local objectives and the needs of these individuals 


Og. This was natural and fertile ground in 
which to find planted the seeds of a movement of 
self help which emphasized the local and 
individual needs of persons of modest means and 


also was an impetus for substantial growth and succ@4ss. 
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30. Successful Operation 
(ii) Born in such circumstances (and in an 
increasingly favourable economic climate) this 
effort towards self help was destined to succeed. 
The success of the Caisses Populaires in Quebec 
to weather the severe storm of the great de- 
pression added to the self-confidence thus 
aroused in these ordinary producers and other 
citizens Lo meet their own needs by their own 
cooperative efforts. They were stimulated also 
by a like development taking place on a broad 


scale... south..of: the..Canadian,border. 


321. Growing confidence 
Tee, Through the experience of the extension 
of existing common bonds of membership in 
local community, industry, occupation and 
other associations to a new field of self 
help in financial matters individuals Pate. 
experience and the strength of new skills and 
new opportunities for leadership and social 
responsibility. Through leagues and associations 
of leagues in CUNA they learned to benefit 
from each others! experiences and mistakes. 
All this added to the confidence of these 
ordinary citizens that they were not dealing 
with something mystical when they dealt with 
their own and each others! financial problems 
and that through voluntary cooperation there 


was additional strength. 
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Extensive Individual Participation 
(iv) In the origin of small groups bound by 
their common bonds and where democracy was not 
only a tenet of organization but a practical 
effective means of control for members, and in 

“which a ‘large proportion of the group were en- 
listed to take a responsible part in the 
activities of the credit union through boards, 
credit committees and supervisory committees, 
a large measure of participation and communica- 
tion by and between members strengthened the 
growth of credit unions. Not only were respon- 
Sible leaders developed and trained in the 
"business operations” of the credit union, but 
they were required to answer to a concerned and 
increasingly knowledgeable membership. This 
assured adherence of credit unions in their 
development to genuine cooperative philosophy 
and the emphasis upon equal rights to borrow 
by all members assured the continued non-profit 
orientation of their activities. Having been 
built upon this foundation and tradition 
despite the fact of substantial growth and that 
in some urban areas very large credit unions 
have developed, the philosophy, democracy and 
non-profit characteristics of credit unions 


have persisted. 


The common bond enlarged. 


Had the movement commenced with these large 
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urban units one would expect that the influences 
of common ‘Bond and democracy in them would 
be weak and that sooner or later the pressures 
of efficient operation and the need to 
attract funds would result in a profit seeking 


orientation. 


However, the experience of these large 
credit unions have been quite to the contrary. 
Because of their origin and continued association 
in leagues and provincial credit societies, 
which themselves, being democratic (one member 
one vote), are still influenced by the participa- 
tion of small credit unions, neither the 
philosophy nor the practical orientation have 
been weakened. Consequently we find in the 
large credit unions a substitution of a common 
philosophy for the ties of the common bond of 
employment or other association and an emphasis 
upon continued education as to the philosophy 


and purposes of credit unionism. 


Extension of Co-operative Principles 

(v) The credit unions in Seueal, speaking 
Canada learned, however, not only that there 
is strength in philosophical and educational 
co-operation, but also that there is, in the 
extension of cooperative principles to other 
areas of economic activities the opportunities 
to strengthen their original purposes and 


philosophy. The most significant demonstration 
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of this has been the development of provincial 
co-operative credit societies in which 
to pool funds by an extension of the credit 
union principle of organization ane tO 
ere their use. This has culminated in 
the further extension in the National field 
the incorporation of Canadian Co-operative 
Credit: Society. Once again, through these 
practical extensions of their basic philosophy 
involving both large and small credit unions 
the larger units have been bound closely to the 
basic non-profit aan and democratic tradi- 
tion of the Movement and both large and small 
have experienced tangible benefits conducive 


to continuing the relationship. 


36. Strength through union. 

The recognition of strength through union 
has led to the establishment in, the last ee 
years of the National Association of Canadian 
Credit Unions (NACCU). In this move, while not 
severing themselves from their older international 
association through CUNA, the Canadian credit 
unions have arrived at an awareness that the 
extension of credit union philosophy in Canada, 
beyond the bounds of the individual credit 
union, requires to be related to the Canadian 


background. 


37. Other areas of co-operation 


(vi) Success in the development of the 


initial objectives of credit unions in Canada, 
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bolstered by success in extension of their 
philosophy to cooperative leagues NACCU and 
CUNA on the one hand and provincial’ credit 
societies and CCCS on the other hand has led 
credit union leaders in some areas of Canada 
to see other areas of cooperative activity 
conducive to the promotion of their original 


objectives. 


Hence in those local areas where other 
types of cooperative development, including 
marketing and merchandising, have developed, a 
community of interest has been recognized, 
Often these other cooperative developments 
have been formed to meet other economic needs 
of the same people in the same local areas in 
which the credit unions have been organized to 
meet their financial needs. Originally this 
was mainly in areas where farming or fishing 
predominated -- but in recent years has extended 


to urban areas also. 


With a common basic philosophy and both 
being non-profit oriented, where these institu- 
tions served the same or substantially the same 
members, it was reasonable that areas of prac- 
tical cooperation between them should develop. 
As these developed many credit unionists without 
common bonds in these other cooperative enter- 
prises were prepared to recognize that this was 


another area of practical cooperation through 
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which their basic philosophy could be strengthened 
and their successful growth encouraged. (This 
development did not tend to occur in: areas such 
as some parts of southern Ontario and English 
speaking Quebec where the credit union develop- 
ment was mainly organized around the common 
bonds of industrial employment). Often small 
cooperative developments suffered difficulties 
in financing through profit oriented institutions 
in a manner analogous to the difficulties suffered 
by the modest income group responsible for the 
bringing into being and development’ of credit 
unions. There has therefore been a natural af- 
finity between such cooperative groups and credit 
unions. As the credit unions through provincial 
cooperative credit societies have from time to 
time developed surplus funds they have tended 
in many areas to make these available to other 
cooperative enterprises (usually on a short term 
basis so: as not: toidetract from. thes central 
function of the credit union to serve its awn 
members). As some credit unions have grown 
large, so have some of the other cooperative 
enterprises, which likewise started with modest 


beginnings. 


Creation of new Techniques 

(vii) The extent of the development of co- 
operative non-profit oriented philosophy in the 
Credit Union Movement is still further illustra- 


ted by their recognition that some needs of their 
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members can be met either by an extension of 
the philosophy of the credit union through its 
own instrumentality or in some instances by 


the creation of new institutions. 


The development of insurance benefits on 
the one hand and deposit accounts with so-called 
"chequing" services on the other hand in many 
of the English speaking credit unions represents 
the first type of extension within the credit 


unions themselves. 


With their emphasis on savings the credit 
unions in North America very early recognized 
that to the man of modest means savings represente 
an attempt to build some kind of estate, in 
the event of death, as well as a cushion against 
hard times. Consequently CUNA Mutual Insurance 
Society was incorporated in 1935 and registered 
in Canada in 1942, and most credit unions began 
to insure on a group basis the lives of their 
members based on savings through shareholding 
as well as the outstanding balance of loans 
by members. The loan insurance also covers 
permanent disability. This proved a strong 
incentive to persons of modest means to save 
in their credit unions. Subsequently other 
insurers have made this type of group policy 


available. 
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43, The development of "chequing” 

As credit’ unions demonstrated their 
ability to encourage savings amongst persons 
of modest means and thus make available a 
common fund’ to meet their credit needs also, 
heobappente became apparent. The same persons 
who, put their long term savings in the bredit 

; union, also had Shorter term PunOSSANeS from 
their weely or semi-weekly incomes or their 
incomes on account of their crops. These 
funds, however, required to be readily available 
to them to meet more immediate needs. Thus 
they were encouraged to place them on deposit 
and Lonequb thd privileges were permitted | 
against these deposits. Further, many members 
found that for their limited financial needs 
the credit union was able to provide all of 
the services which they required. It was 
therefore a matter of convenience to them to 
be able to deposit their regular income in the 
credit union and pay their accounts by "cheque" 
as they required to be paid. In fact in some 
areas where "chequing" developed there were 
and still are no banks. These developments 
took place within the instrumentality of the 


credit union itself. 


4, New Co-operative instruments 
In some areas of Canada credit unions 


analyzed the needs of their members for credit 
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ana found that certain of these needs could 

be more effectively met through some new co- 
operative instrument. For example, in British 
Columbia C.U. & C. Health Services Society 

was incorporated by credit union people to 

meet problems of medical accounts -- often the 
cause for small loan needs. Many credit 
unionists similarly participated in the forma- 
tion of Co-operative Fire and Casualty Company. 
In Saskatchewan it was considered that funds 

to provide for long term mortgage needs might 
more rapidly be developed ona cooperative non- 
profit oriented basis through a co- 

operative trust company. All of these develop- 
ments emphasize the extent to which the basic 
philosophy of credit unions and their 
fundamental concern for the maintenance of 

the principles of democratic control, self. 
help and non-profit orientation has permeated 


the whole credit union development. 


45, Summary 
Considerable emphasis has been laid ism 
this brief on the sociological factors which 
have led to the development and substantial 
growth of credit unions in the English speaking 
section of Canada because: 
(1) It is essential to an understanding 
not only of the growth as well as origin 
of credit unions, their loan practices, 


their views of liquidity and soundness, 
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but also 
(2) To an understanding of their place in 
profit oriented economic theories and their 


responsiveness to monetary policy. 


The human factor tends to override the 
profit oriented economic factor. The individual 
and local needs supersede the institutional 
emphasis. The primary objective of self help 


supplants the profit motive. 


Thus ; even when a small credit union be- 
comes a large credit union (and it does so a 
growth) the substitution of membership in the 
credit union itself as the common bond, re- 
placing another often less definitive common 
bond, does not: defeat the real objective or 
approach of the eredit union. As one Commissioner 
commented during the hearings "The egg 
yeccret the hen". That may be a good way 
of stating-it -- for when the egg does become 
the hen the fundamental nature of the organism 
does not change. If the egg became some 
other kind of animal it would be a serious 
divergence. ~ Being of the same genesis thus 
the small and the large can be treated as a 
whole in the same manner and as cut from the 


same cloth. 


48, Economic Factors 
(b) Economic Factors 


Consideration of the reason for the sub-. 
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1 stantial growth of credit eeieat; however, cannot 
2 ignore certain economic factors: 
3 (1) It may not be without significance that 
4 the initiation of credit union activity came 
a : just at the beginning of the war years. AS 
6 opportunities for consumer spending were 
7 restricted there was in the whole economy an 
8 emphasis upon savings. The functioning of 
9 a credit union being based on a pool of 
10 savings this trend in the economy undoubtedl 
11 added an impetus to their growth. The 
12 economic influence in the war years limiting 
13 the purchase of consumer goods likely also 
14 helped to establish the initial nature of 


credit union lending. Not only did the 
philosophy of the Movement require meeting 
the needs of all members equitably which 
with limited funds restricted credit unions 
to small loans, but the opportunity for 
persons of modest means to expend money on 


consumer goods was restricted. 


50. Post-war developments 
(ii) After the war three economic factors 
emerged which would appear to have influence 
the growth of credit unions -- 
(1) The standard of living greatly im- 
proved so that persons of modest means for 
the first time since before the depression 


had the opportunity to acquire the amenities 
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of life (there having been forced curtail- 
ment of loans during the war years): 

(2) The income of wage earners and for a 
time of primary producers increased rapidly, 
which permitted continued savings; and 

(3) There was a tremendous surge of 
consumer demand -- resulting in the develop- 
ment on the one hand of consumer lending 
institutions and on the other the extension 
of credit by merchants. Often financing 
charges for consumer credit Mies. BebeGaive 
as measured by the non-profit oriented 


rates of credit unions. 


Loans 

Thus having obtained a strong start 
during the war years the credit unions were 
presented with great opportunities to en- 
courage savings and to satisfy needs of thei 
members for credit -- which the credit union 
were able to meet out of the new savings and 
on reasonable terms. However, because of th 
necessity for equitable opportunity for loan 
amongst all members and having imposed on 
them by statute as well as philosophy an 
obligation to loan for provident and pro- 
ductive purposes, credit unions and their 
members did not get caught up, to the same 
degree, in the rather wild spiral of credit 
Spending, perhaps even excessive, which 


generally prevailed in this period. Credit 
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unions generally emphasized throughout that 
Spending even upon consumer goods should be 
within the members! ability to make regular 


budgetary repayments. 


52. Housing needs 

(111) Throughout this whole period there 

was an awareness of the need for a solution 
to housing problems culminating in revision 
and extension of such acts of Parliament 

as the National Housing Act and the Home 
Improvement Act. At the same time the wartime 
prosperity of the primary producer began to 
suffer tn relation to other sections of the 
economy. The Parliament of Canada recognized 
this in the Farm Loan Improvement Act. New 
industries were considered desirable and as the 
large corporations began to smother the small 
businesses two further Acts have been passed 
by Parliament to try to bring equity into 
economic development. Parliament created the 
Industrial Development Bank and more recently 


passed the Small Business Loans Act. 


eth ge Action by Parliament to meet these public 
needs was in many instances, and particularly 
in some areas, preceded by recognition of the 
need of their members by credit unions so far 


as the size of their common funds permitted. 


54, As savings of credit unions continued to 
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grow they increasingly were able to meet the 
Ceca of their members for these types 
of loans, and as they have been able increasing 
ly to meet more of the needs of their members 
they have continued to grow. Being non-profit 
oriented they moved into these areas more 
rapidly than other institutions. Profit 
oriented institutions required Government 
guarantees to do so and in some instances 
direct Government participation was required. 
Within the limit of their resources credit 
unions have tried to meet these socially 
desirable types of loans on the principle of 
self help rather than reliance upon Govern- 
ment assistance. In fishing and ates 
areas the emphasis has increasingly tended 

to be for this type of productive loan to 
predominate. In other areas the larger credit 
unions, as greater funds have developed, have 
moved into meeting some of these needs, main- 
ly in the second mortgage field in;urban areas 
although to date mainly on a short. term 


basis. 


55. Relative Growth 

While the growth of credit unions, a 
taken from their real inception. “in Canada 
(exclusive of Quebec) appears phenomenal, 
looked at in relation to other institutions 


4t is a reasonable growth. To compare the 
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growth of credit unions' savings with longer 
established institutions such as banks, trust 
companies and insurance companies, is like 
comparing the growth of an infant with that 


of a mature boy. 


Taking into account the increase in the 
gross national product since 1938, the erosion 
of the value of the dollar by inflation and 
the increase in the supply of money, the 
growth of other institutions in the war and 
post war periods has been substantial and the 
credit union growth represents relatively a 
ites cincaiiied part thereof. (See chart and 


figures annexed as Schedule 3). 


In a free profit oriented economy, 
particularly in a period of rapid expansion 
as occurred after the war, it would be, sur- 
prising if the same growth occurred in equal 
proportions between all existing institutions 
and if new institutions did not develop to 
meet new needs and new opportunities. The 
attraction to trust companies, for instance, 
which have shown very rapid growth in deposits 
in the post war era, has resulted from new | 
methods, an appeal to the profit motive by 
higher rates of interest, and new opportunities 
for investment. The very rapid growth of loan 
companies has reflected changing ee ie 


conditions and new profit oriented ways to 
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meet these which have resulted in phenomenal 
growth. These are to be expected ina viable 


free enterprise system. 


58. The general increase in the income and 
Standards of living of the whole population 
has resulted in a substantial growth in the 
personal savings in the chartered banks. 
There having developed in this period a 
successful-péople's movement which has gained 
the confidence of people of modest means who 
tend to save for a rainy day or for their 
future needs and cannot risk investment in 
the capital market, it is hardly surprising 

~ that the increase in the ability of such 


persons to save should favour credit unions. 


59. The Fuure. 
Whether such favouring of credit unions as 
a place of investment or depository will con- 
tinue at the same rate in the future depends 
partly on the relative economic position of 
Such persons and their ability to save. It 
also depends to a very large extent on whether : 
the sociological factors hereinbefore referred 
to as accounting for the rapid and steady 
growth of credit unions based on a cooperative 
non-profit oriented philosophy can continue to 
command the confidence and win the loyalty of 
an ever increasing number of participant 


members. It must be kept in mind that the 
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growth in assets of credit unions in relative 
terms is largely reflected in the continued 
growth in their membership. Reference to the 
relative stability in rates of dividends and 
interest on deposits paid by credit unions 
over the years demonstrates that it has not 
been profit oriented practices which has 
attracted new members. The basic factors 
accounting for their relative growth as with 
respect to their absolute growth, as indicated abov 
is thus to be found in sociological and not 


solely economic causes. 


Other "Competitive" Factors 


" Pactors. 


(c) Other "Competitive 
Other factors which appear to influence 
and account for growth of credit unions: 
1. Youth Savings 
Under school savings programs in some 
provinces young people have become familiar 
with credit union aims and operations and 
have continued on into adult membership. 
2. Educational Programs 
Educational programs carried on by 
leagues and in some cases by local credit 
unions have induced many people to apply 
for membership in credit unions and become 
active in their operations. 
3. Community Consciousness 


Participation by community conscious 
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1 persons of modest. means who recognize the 
2 credit union as a means of community better- 
3 ment through mutual cooperation in a program 
4 | not attractive to a profit oriented organization. 
5 4, Satisfactory Services 
6 The benefits of loan and budget counsel- 
7 ling which members receive are reported to 
8 others who become members in order to obtain 
9 the same advantages. 
10 5. Open disclosure of cost 
ht | Tt is desirable that people wish to know 
12 the cost of what they buy. Some financial 
13 institutions in offering package deals and 
14 extension of terms do not reveal the actual 
15 cost of the service. As persons become aware 
16 || of the full disclosure made by credit unions 
17 at all times, they are attracted to this 
18 manner of financing their affairs. 
19 6. Adaptable to Members' needs 

“20 The credit union is sfbenamone adaptable 
21 to the needs of persons in a community where 
22 required loans are not attractive to profit 
23 oriented business. Such loans are often re- 
24 quired for consolidation of debts, farmers! 
25 ana fishermen's requirements, mortgages in 
26 outlying areas not available from other 
27 sources or second mortgages in urban centres 
28 available only at very high rates. Credit 
29 unions have shown a willingness to meet the 


30 needs of embers With respect to types of loan 
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and securities not attractive to profit 
oriented businesses, in any event without 
government guarantees or high rates of 


interest. 


61. Disadvantages 
On the other hand there are certain ad- 
vantages which chartered banks and other 
financial institutions may have which counter- 
act the foregoing to some extent, for instance 
Banks' personal Loans , 
4. The banks with nationally advertised 
personalized loan programs at reasonable 
rates may attract persons whose credit 
position is acceptable to them who might 
otherwise be attracted to credit unions. 
Lack of Branches 
$i. The banks and other institutions have 
many branches to meet the convenience of 
their customers. In small credit unions 
facilities gre only available at the con- 
venience of a volunteer officer. Large 
credit unions employing permanent staff 
usually operate during normal business 
hours, minor exceptions appearing to meet 
the convenience of members. 
Captive Savings 
4ii. Some other financial institutions 
“penefis from captive investments of funds 


of persons of modest means by reason of 
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group insurance and pension plans which 


may be a condition of employment. 


The Issue of Taxation 

It has been initimated in some of 
the questions asked by the Commission at the 
Provincial hearings that credit unions have a 
taxation advantage which may have accounted in 
part for their growth. In fact they have no taxa- 
tion advantage in our submission. By virtue of 
the way in which they operate their affairs without 
the purpose of making a profit for the corporation 
set up aS a matter of convenience to operate a 
mutual fund, the credit union itself has no income 
within the meaning of the Income Tax Act. The 
advantage which they have is not an Alcalde of 
exemption from taxation so much as an advantage 
which ensues from a mutual type of organization 
where the members contribute a fund which they 
use (tethkend),to each:others» iThe fact «that uthey 
are non-profit oriented may be an advantage and 
account in part for their growth. However, be- 
cause others choose to carry on their operations 
on a profit oriented basis and thereby attract tax 
rat not. to beca igroundyef-eriticismiof the 
credit unions. It should further be pointed out 
here, however, that if by virtue of the non-profit 
oriented organization the credit unions do not 
invite taxation this is counter-balanced by the 
fact that they undertake a service carvers members 


at charges considerably less than those charged 
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for similar services by most other financial 
institutions and quite often for needs which 

have been recognized by Parliament as being 
socially desirable without the type of Government 
guarantee which profit oriented institutions re- 
quire to be induced to enter such fields. (An- 
nexed to this brief as Schedule 4 is a discussion 
of the taxation position with respect to credit 


unions. ) 


Variety of types as factor in growth 
(d) Types of Gredit Unions. 


Another factor in the growth and stability of 
credit unions has been the fact that they have 
developed in all sections of the economy in which 
primary producers, workers and other persons of 
modest means are active -- not just in the one area 
or another. Reference to the various bases of 
common bonds in briefs of each of the Provinces 
indicates this to be generally true across Canada. 
It will later be pointed out how this has added to 
the liquidity of eredit unions. At this point it 
may be sufficient to comment that because of this 
diversity, not only have the credit unions gained the 
stature of a peoples' movement, but also through 
cooperation between these various sections of 
the community they have been able to make the 
maximum use of their funds in the promotion of 
their objects and to add tangible strength to 


each other. 
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Adaptation to Urbanization 

Through this diversity and unity they 
have proven adjustable to the basic changes of 
urbanization which have taken place particularly 
in the Prairie Provinces. Had the credit unions 
developed solely as a rural movement this trend 
towards urbanization might have destroyed them 
or greatly limited their growth. Likewise, 
aunriecyprtenas diversity and unity credit unions 
have been able through cooperation to meet the 
dangers of purely industrial organization. With 
changes in the economy in the post war era some 
industries have expanded but some have contracted 
and plants may close scattering workers to many 
parts. Through the development of community 
credit unions, amalgamations and stabilization and 
mutual aid funds credit unions have effectively 
limited losses to members resulting from shifts in 
the economy, to negligible proportions. This has 
only been possible to accomplish because of the 
broad diversified base of autonomous credit unions 
working together. There would appear to be little 
doubt that the stability which this diversity and 
unity has permitted has added to the confidence of 
persons of modest means in credit unions as a 
Savings institution and accounts in some measure 


for their growth. 
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IV. DEMOCRATIC CONTROL AND SELF DISCIPLINE 


65. Democratic Control 

As previously indicated, credit unions are 
based on the assumption that the individual if he 
will cooperate with his fellow man in mutual enter- 
prise is capable of governing his own affairs and of 
growing with the growth of his organization. This is 
one of the basic tenets of credit unions and is founded 
upon the principle of democracy -- one member one vote. 
When such a principle is firmly established, as it is 
by both philosophy and tradition in the Credit Union 
Movement whether or not the franchise to vote is al- 
ways used, the machinery is built in to assure that 
the organization will serve the needs of the individual 
members. It serves at the same time both as a check 
upon the human tendency for power to be abused by 
those in whom it is vested, and as an assurance of 
the maintenance of the credit union principle of con- 
cern for the individual's needs and those of the local 
community. Where each member has an equal vote he 
assumes a right to equity in treatment with respect 
to both the opportunities to save and to borrow. This 
stresses one feature that Aisiinccmes a credit 
union from other savings and credit agencies, namely, 
that administration, control and policies are in the 
hands of the members who accumulate savings in, and/or 


who may require to borrow from the credit unions. 


66. Self-discipline 
Along with this preservation ofrthe right 


of the individual and concern for the local community, 
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credit unions have demonstrated a high degree of 
responsibility in self-discipline -- both in relation 
to their members! interest and the public interest. 
Perhaps the greatest indication of this is disclosed 
in the evidence before the Commission that in every 
province the many changes which have been made to 
improve credit union Acts have been instigated or 
assisted by ahaddt union leagues. Many of these 
changes have placed restrictions on credit unions as 
to their practices and operations designed to add tO 
their liquidity and stability and to ensure their 
proper inspection and supervision. Recently, for 
instance, a complete revision of the British Columbia 
Act was made at the instigation of the B.C. Credit 
Union League after an extensive survey of credit 
union development in that province. In at least six 
provinces of Canada in recent years by legislation 
instigated by the Leagues or by voluntary cooperative 
methods within the Leagues, stabilization or mutual 
aid funds have been brought into being. (A summary of 
stabilization fund provisions is annexed as Schedule 


5 hereto). 


67 « These, it is respectfully submitted are 

signs of maturity in a popular movement. Also, however, 
these factors demonstrate the extent to which the 

basic philosophy of credit unions based on self help 
and voluntary cooperation have permeated and dominated 


their development. 
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68. Voluntary Supervision 

In all provinces the Commission will have 
observed from the evidence that voluntary participation 
of credit unions in Provincial Leagues and in co- 
operative credit societies (where leagues do not them- 
selves function as centrals) is remarkably high. 
While lacking authoritarian disciplinary procedures 
these leagues and credit societies have been able to 
retain the support of local autonomous credit unions 
in programs of education, supervision and legislation 
designed to encourage sound practices and to retain 


the basic philosophy of the Movement. 
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V. PROVINCIAL AND OTHER REGULATORY AUTHORITIES 

69. External Control and Inspection 

In every province there is some provision 
for external control and inspection. (See Schedule 6 
annexed for summary of these provisions as set forth 
in briefs). Two facts stand out with regard to such 
provisions. In most provinces the public inspection 
service is adequate and in each province it is supple- 
mented by a high degree of voluntary cooperation by 
leagues and provincial credit societies. Generally 
this control and inspection is calculated to assure to 
the public that credit unions are formed only in the 
public interest and that they comply with the provisions 
of the statutes. Leagues have welcomed cooperation 
of the Inspectors, however, in anticipating trouble 
Spots and in correcting practices likely to give 


trouble ain the future, 


BOR When a significant part of the public have 
their savings invested ina large number of local 
autonomous credit unions to a substantial degree credit 
unions recognize that .Brovincial Governments have a 
proper right, having regard to the public interest, to 
reasonably control and inspect their operations. How- 
ever they believe that self-discipline and cooperation 
is much better than authoritarian regulation and control 
Self-discipline is character building. For this reason 
credit unions have also asked for liberalization to 
allow greater self-discipline, and this has been 


granted from time to time by Provincial Legislatures. 
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The fact that the philosophy of credit unions has been 
based on this concept of character building both 
through saving and borrowing may account for the 
high degree of self-discipline through voluntary 


cooperation which characterizes the Movement. 


feu The credit unions take the view that the 
responsibility for inspection and regulation of credit 
unions in so far as it is in the public interest so to 
do, is properly vested in the provinces, by which the 
credit unions are incorporated. Having regard to the 
local autonomous nature of credit unions the provinces 
have (and have always shown) a vital interest in the 
development of credit unions. They are very much a 


matter.of local and provincial concern. 


72. The advantage of Provincial Supervision 
Furthermore, provincial legislatures and 
administrators are much closer to the local operation 
of credit unions than any federal agency could be. 
The Provincial governments not only have the machinery 
to obtain current information and have direct contact 
with credit unions at reasonable cost, but are able to 
evoke the cooperation of provincial leagues very 
readily to deal with local problems as they arise. 
Amendments to provincial credit union Acts can, as 
matters of considerable local concern, be adopted 
by provincial legislatures much more expeditiously 
than could be done by the Parliament of Canada. In 
the latter case credit union matters would be of 


less pressing concern in the National business and 
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local matters would always be required to be related 
to the effect on thousands of other credit unions in 
their local areas across Canada. While in many 
respects credit unions have developed along similar 
lines. in all provinces, there are real differences 
between provinces and between local communities 
which would make uniform federal legislation and its 


administration not only undesirable but difficult. 


73. Federal Supervision 

In the case of Canadian Co-operative Credit 
Society and provincial cooperative credit societies 
which are registered under the Co-operative Credit 
Associations Act (Federal) which are thereby deemed to 
be incorporated under that Act, it appears logical. that 
those associations should be regulated and supervised 
by a federal agency. At present this is done through 
the federal Superintendent of Insurance. It is 
appreciated that the incorporation of the Canadian 
Co-operative Credit Society and the registration of 
provincial co-operative credit societies under the 
Federal Act and supervision and inspection by a 
federal agency was a new experience for the Federal 
Government. As a result, the legislation and super- 
vision, in the view of the credit unions, was too 
closely identified with that appropriate for unlike 
financial institutions such as trust, companies, 


loan companies and insurance companies. 


74. If further regulation necessary 


Certainly if this Commission is of the 
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opinion (notwithstanding our representations to the 
contrary) that any further regulation or control is 
necessary in the financial or monetary interests of 
Canada then it is even more important that Bone 
agency fully conversant with credit union operations 
and philosophy should be the responsible agency for 
such regulation and control. The manifestations of 
voluntary response from credit unions (which they 
have shown can be most extensive) could be expected 
from a sympathetic administration which was anxious 
at the same time as securing national interest in 
financial and monetary policies, to preserve and not 


to inhibit the natural growth of the movement. 


ee Credit untons and the institutions which 
they have created have, as shown above, a stronger 
sociological than economic background and basis for 
development. NACCU appreciates that credit union 
development must be related to the whole financial 
development of Canada and to the national interest. 
However, it submits that the unique nature of credit 
unions and their development should be recognized by 
Parliament (if the Commission recommends Parliament 
Should be concerned) and effect given to such 
recognition in any administration under federal 
auspices. Furthermore in such event a more ready 
means to adapt legislation to growing needs of credit 


unions requires to be brought into being. 


gow We would not wish this comment to be taken 


as in any way critical of the administration of CCCS 
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and the registered provincial cooperative credit 
societies up to the present time by the Department 
of Insurance. We recognize that this was a new 
venture for the Federal Government and its administra- 
tion and some experience had to be established. It 
was natural in the first instance to relate the 
legislation and administration affecting these credit 
union institutions to existing financial legislation. 
However, the brief of the Canadian Co-operative Credit 
Society will show that entbende to some extent re- 
tarded the development of a national credit union. 

An examination of the many changes over the years in 
provincial legislation will perhaps illustrate to 
the Commission the need for some elasticity in 
legislative procedures and the need for frequent 
adjustment in legislation, supervision and regula- 


tion of /credLt unions. 


Wes In the event of the Commission making any 
such recommendation we would consequently suggest 
that an agency of the Federal Government be con- 
Sidered, divorced in some measure from profit oriented 
financial institutions, to supervise, and, to the 
extent required, regulate and control CCCS and 
registered cooperative credit societies. Super- 
vision, regulation and control of these central 

type organizations would effectively extend to the 
major portion of the English speaking credit unions. 
We reiterate our position, however, that such federal 


intervention is not desirable. 
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INTERNAL SYSTEMS OF CONTROL AND SUPERVISION 
Internal Supervision and Control 


The Commission will have observed in the 


several provincial briefs presented to it some 


varie 


visio 


will 


ty in the systems of internal control and super- 
n by credit unions. Common to all, however, 

be the following: 

(a) Boards of Directors serving on a voluntary 
basis made up of members responsible to member- 
Ship meetings where the democratic principle of 
one member one vote applies; 

(b) Credit Committees elected by general 
meetings from the members with special duties 
relating to the granting of credit and the 
carrying out of the Board's policies and with 
the sole authority to grant loans; 

(c) Supervisory Committees elected from the 
members at general meetings charged with frequent 
internal audit of the accounts of the credit 
union; 

(da) In most credit unions having assets over 
$200,000.00 external auditors of professional 
standing employed; 

(e) Leagues and in some cases Chapters (or 
regional voluntary associations) with educational 
functions, field staffs closely liaisoned with 


Inspection Departments. While these are voluntary 


’ Rave received a large measure of cooperation, 


The leagues are based on cooperation and not 


on coercion but having recourse to the Inspector 
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and having regard to his powers, they have where 
necessary taken steps for corrective measures. 
(f) Centrals or cooperative credit societies 
which give practical financial advice to credit 
unions and have the ability to grant or refuse 
loans based tn part at least on sound UWactices 
by the credit union. In most provinces the 
liquidity reserves and surplus funds of the 
credit unions are deposited with the cooperative 
credit soclety thus giving an even stronger tie. 
The Commission will also have observed that these 
cooperative credit societies cooperate with 

the Inspector. Their method of influencing 
credit unions is mainly by moral suasion but 
nevertheless they are ina practical position 


to give considerable direction. 


19. In Ontario there is an arrangement with 

the Government in some measure similar to the arrange- 
ment between the Federation of Caisses Populaires 

in Quebec and the Government there whereby the 

League operates an inspection and audit service. 

In Ontario, however, it is supplemental to the 


inspection service operated also by the Government. 
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VII STRUCTURE OF CREDIT UNION ASSETS 
80. Factors Influencing Structure 
The primary purpose of credit unions being 

to encourage members to save through contribution to 
a common fund and from that fund to meet the credit 
needs of their members, it is not mori ake tO 
observe that the main factors which influence the 
structure of credit union assets and changes in the 
size and structure of assets over time should be: 

(a) the ability and willingness of members 

to save, (growth); 

(b) the need of members to use their long 

term or shorter term savings for their own 

needs (withdrawals); and 


(c) the need of members for loans. 


81. Loans to Members 

Consequently we find that by far the 
largest factor in the assets of credit unions, aya 
cooperative credit societies, is MeGhe to members. 
In the League Central type of organization mortgage 
loans may be made to individuals who are not them- 
selves members of the league but who are nevertheless 
members of credit unions. The percentage of 
loans to total assets in the respective provinces 
presenting briefs as at December 31st, 1960 (except 
Nova Scotia, April 30th, 1961) ts as follows: 


B.C. Credit Unions 85.7% B.C. Central Credit 
Union ‘vim Jom 


Alberta Credit Unions 76.4% Alberta Central 
Credit Union ie 
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Saskatchewan et: Saskatchewan Co-op 
Credit Unions 62.7% Credit Society . 5 8¢ 
Manitoba Credit Manitoba Co-op 
Unions 83.0% Credit Society B44. 
Ontario Credit Ontario Credit 
Unions 86.0% Union League 92 
Ontario Cosop 
Credit Society 14,6 
Quebec Credit Quebec Credit Union 
Unions 86,5% League 91% 
(other than Caisses 
Populaires ) 
Nova Scotia Credit os Nova Scotia Credit 
Unions 30.0% . Union League (members) 9.5% 


(mortgages ) 62% 


(See Schedule 7 annexed for source material) 


82. It should be appreciated that these figures 
are taken at a particular date. As it is indicated in 
many of the briefs that demands for loans and with- 
drawals are seasonal isioane wake the year these figures 
may vary in accordance with seasonal fluctuations. 

(See figures calnenenl hereto as Schedule 8 for credit 
unions and 2. SOM credit societies and leagues 
presently available which illustrate this fluctuation). 
Notwithstanding this variation, however, loans to | 
members at all times dominate the assets of credit 


UunLORS ; 


ou The briefs themselves do not clearly 
indicate the extent of withdrawal of shares and/or 
deposits. They do indicate however that the balance 
of withdrawals against investment in share account 
has been substantial each year and there has been a 
much smaller though steady increase in the residue 


of deposit accounts. (The results of a questionnaire 
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answered by some. 887 credit unions in six provinces 
represented by NACCU, requested by the Joint Secretary 
of the Commission, has not yet been analysed, but 
demonstrates that shares are regarded generally as 
readily withdrawable and are so treated by the 
members). There is a hard core of savings which yy 
continues in ee which grows from month to month. yi 
Unfortunately it was not possible to obtain figures 
With respect to the turnover of deposits. However, 
this would be with much greater frequency than shares. 
B.C. Central Credit Union, for instance, reported to 
the Commission that in 1960 the turnover in its 
deposits amounted to $149,924,255.00. The balance 
of deposits at the beginning of the year against 
which orders could be issued being $3,327,667.00 and 
at the end $4,524,949.00. The turnover in an 
individual credit union would not be so great but 
would be substantial in those providing "chequéng” 


service and in some greater than in others. 


B84, Whatever the rate of turnover of deposits 

in individual credit unions it whould be appreciated, 
as later commented upon in more detail, that the 

extent of the use of deposits in the English speaking 
credit unions is relatively small in relation to shares 
and that even where money is received on deposit only 


some of it is subject to "“chequing privileges". 


a5. Again whatever the turnover in shares and/or 
deposits may be, over the past 15 years there has been 


a steady absolute growth in both shares and deposits 
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in all credit unions. This growth has been refiected 
in a net increase in shares and/or deposits in co- 
operative credit societies and league centrals in 


most tif not every instance. 


86. GuOweR in Shares and Deposits 
in 8o Tar as the Same are shown by the 
; briefs filLed/ and-ether available materia this growth 
in shares and/or deposits for the various credit 
unions and other organizations is Shown as {Gr the 


years 1956 to 1960 inclusive in the following figures; 
ih. 


=) _ 


7 7 7 - 
2 aa b * 7 
a ROBen 


" 7 
hn | 


| . | eT ae 
‘ betoeites need asd déworg aidT. vadoiawatheexoebhenal it 
| -O9 oi attaoqeb xo\pis asteda nt easotont goa 6 at 
¥ nt eldrdneo ovyeel bas asttebooa ttbeto, svitsisqo 
- | ; .9onstant yreve gon Xt taom 


adteoged bas gerade nt Wilh it Lass: 

odd yd nwore ets emsea odd as ust 08 at I 
fdwors atdd Letvétem oldslisvs teddo bas belt? etertd. 
sebues auvotirsv edt rot gtinonsh <athee aetsde at 

ent tot es nwode at enotdss taste yoito ane hasten 


fecal? gatwolfod edt at evteufont Od@L o¢ dcQl arsey 


B.C Credit 

Unions 1956 
1957 
1958 
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Millions of Dollars 
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*90.0 4.3 
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Shares Deposits 
Millions of Dollars 


B.C.Central 

Cru 1956 
LOT 
1958 
1959 


* Includes 23. endowment shares, net equity 4. 
include endowment shares in lesser amounts. 
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(See Schedule 
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Saskatchewan Co-op 
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Ontario Credit 
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87. Cash and Investiients 

While loans have tended to follow growth 
in deposits and shares, it should be noted that most 
credit union Acts require tha a guarantee reserve 
fund be maintained separately represented by cash or 
investments and that most Acts or the established 
practices of credit unions, require liquidity 
reserves. Accordingly a portion of the assets of 
credit unions will always be found in liquid assets 
or invested in fairly poe ur cc wean eee (Investment 


policies and practices will later be discussed.) 


SS. According to the several briefs filed the 
portion of assets in cash, in the bank, or in League 
Centrals or co-operative credit societies and in 
investments are shown as follows, as at December 
31st, 1960: 


Credit Unions: | Cash Investments 


(1) 


B.c. Credit: Unions 8.9% 


Alberta Credit Unions 5 .0% 
Saskatchewan Credit Unions 8.5% 
Manitoba Credit Unions 8.7% 
Ontario dvadit Onneas 4 6% 
Quebec Credit: Unions 5.4% 
Nova Scotia Credit: Unions 11.7% 
(1) Cash on hand, chartered bank or 

deposited in centrals; | 
(2). Other than loans to members 
(3) May include shares in centrals -- other 


securities, governmental types. 
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Central Types: Cash Investments 
B.C. Central. Credit. Union 13.0% 14.6% 
Alberta Central Cr. Union 16 .0% 0% 
Saskatchewan Co-operative 
Credit Society 6 .0% 34.0% 
Manitoba Co-operative 
Credit Society 6 , 2% 6.7% 
Ontario Credit Union 
League 6.0% . 8% 
Ontario Co-operative 
Credit Society 9.5% 13.5% 
Quebec Central Credit Union 10.0% . 9% 
Nova Scotia Credit Union 
League - 6.0% 31.0% 
89. A comparison of these figures with figures 


available for the year end December 31st, 1957 shows 
Slight variation in these percentages of assets 
which these fictmes represent. (While the amounts 
have grown absolutely the percentage of liquidity 


reserves to assets has not changed materially: e.g. 


1957 Cash Invest- Cash Invest - 
ments oS Mentet Se 
BG. Gpedit B.C «. Gentra, 
Unions SAG OD 1G “Cw atin to~ 10.6% 14.6% 
Alberta Credit Alberta 
Unions 7.6% 13.2%  Gentral-¢r. 
Union 12.0% 1.2% 
Saskatchewan Saskatchewan 
Cr. Unions 11.8% 23.2% Co-op Cr.Soc. 6.3% 60.0% 
Manitoba Manitoba Co- 
Cr. Unions 9.4% 7.3% op Cr.. Soc. 4.2% 9.8% 
Ontario Credit Ontario Co- 
Unions 6.3% ~~ 9.2%  opscr.\S0e...avt.68 16.3% 


Again these are year end figures, but do show some 
basis of comparison. The only one showing a sub- 
stantial difference is Saskatchewan Co-operative 


Credit Society Which in 1957 had a substantial 
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" " 
deposit with one of its co-operative members, 


which here has been dealt with as an investment. 


90. Ownership of land and buildings 

As credit unions grow larger they find it 
convenient and economical in some instances to in- 
vest in their own buildings and to acquire fixed 
assets. This, however, represents a minor part of 
the assets picture, the maximum of such investment 
of assets at year end 1960 showing as approximately 


3 per cent of total assets. 


91. Borrowed money 

To a small degree the structure of credit 
union assets is influenced by borrowed money. The 
figures in the brief, show that at December 31st, 1960 
the percentage of borrowed money to total liabilities 
of credit unions, league centrals and cooperative 


eredit societies was as follows: ! 
OM. 


FOL ore et LO esis & of total 
Tiabritties liabilities 
B.C. Credit Unions 5. %. 8B.C.Central 
Credit Union 4 3% 
Alberta Credit Alberta Central 
Unions 4, % Credit Union. Nil 
Saskatchewan Credit *Saskatchewan Co- 
Unions Pac teres! Op /Creédit.Sdc. 13.7% 
Manitoba Credit Manitoba Co-op 
Unions 5 .0% Credit Society Nil 
Ontario Credit 
Unions 4.3% Ontario Credit 
Union League 7.8% 


Ontario Co-op 
Credit. Society 7.0% 


Quebec Cr. Unions 3.2% Quebec Central 

Credit Union 11.3% 
Nova Scotia Cr. Unions 2.0% Nova Scotia Cr. 

Union League Nil 
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* The Saskatchewan Government carries a deposit 


with this Society. 


92. The amount of borrowed money illustrates, 
as was stated in some briefs that credit unions only 
borrow such sums as tend to maximize the use of their 
own funds. Often they borrow from their own institutions 
(ihe) co-operative credit societies and league 
centrals. In some instances individual credit unions 
borrow from the Bank. Most cooperative credit 
Societies and league centrals borrow from the bank. 
In Ontario the Ontario Co-operative Credit Society 
has borrowed by the issue of deveutinen., mainly sold 
to individual credit unionists or other cooperatives 
and to some extent in recent years in the open 
market. In Saskatchewan, presumably in recognition 
of the public service of credit unions, Saskatchewan 
Co-operative Credit Society has at times had the use 


of funds on deposit from the Saskatchewan Government. 


93. Main sources of funds 

Three factors being the main source of 
funds ae credit unions, i.e. shares, deposits and 
borrowed funds, and three factors being the main 
application of these funds, (i.e.) loans to members, 
cash and investments in securities and investment in 
building and fixtures, the structure of credit union 


assets at any time are fairly simple to analyze. 


94. Dominating factors in policy 


From the ‘standpoint. of policy, as indicated 
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in the above discussion four factors are predominant 
as influencing credit union policy: 
(a) The maximum use of savings in credit 
unions for loans to members to meet their credit 
needs. 
(b) A concern only to use their members! 
Savings and no desire to profit: out of the use 
of other persons! money (in order to assure 
maximum use of these, however, there is pooling 
through league centrals and cooperative credit 
Societies and occasional short term borrowing, 
including in the case of Ontario Co-operative 
Credit Society borrowing by debenture issue to 
individual co-operators). 
(c) A seaanderon the need for liquidity. 
(ad) Limited investment in buildings and fixed 
assets to the extent that the same is convenient 


ana economic for thétr own use. 


95. An Indices of reaction to monetary policy 

An examination of these factors may 
assist::the Comnission in determining the manner and 
extent credit unions responded to monetary policy. 
For, instance, ‘im periods of tight: money, if: credit 
unions were not responding to monetary policy one 
would expect to see an abnormal absolute growth in 
loans whether by reason of increased savings or 
reduced withdrawals, reduction in liquidity (either 
‘in cash or by conversion of securities) and/or an 


abnormal increase in borrowing. 
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96. The figures at year end for 1957 show no 
abnormal changes in these factors. At year end 1959 
we find the growth factor had been normal in most 
instances; the increase in liquidity was at a lesser 
rate than 1953 but closer to normal pattern. The 
figures at year end 1958 show that in every province 
there was at that time an abnormal surplus of 
liquid funds (cash or investments). Some of these 
may have been employed in loans early in the year 
1959. Increase in borrowing at the end of 1959 over 
the preceding year represent only approximately $10. 


million dollars. 


97. As commented above, however, the year end 
figures may not give an entirely accurate picture as 
it has been repeatedly demonstrated in the briefs 
across the country the savings, withdrawals and loans 
have seasonal patterns throughout the year. Perhaps 
the schedule last referred to should be Supplemented 
by reference to figures which are available on a 
monthly or quarterly basis from certain of the large 


credit union organizations. Some of these have been 


“peferred to in various briefs filed before the 


Commission. For the Commission's convenience, they 
are annexed hereto as schedule 8 supra. The docu- 
ments referred to are Schedule 14, Parts I and II to 
the B.C. Central Credit Union brief which show the 
fluctuations in employment of members' funds through 
B. C. Central Credit Union in that province. It 


Should be noted that practically all credit unions in 
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British Columbia deposit their reserves and surpluses 
in B. C. Central Credit Union so that this schedule 
reflects the picture in British Columbia fairly 
adequately with respect. to all credit unions; a con- 
solidated statement of assets and liabilities ona 
quarterly basis with respect to Saskatchewan Credit 
Unions from 1950 to 1961 together with a graph 
showing relation of loans outstanding in relation to 
total shares and deposits in that province; Statistics 
of the Saskatchewan Co-operative Credit Society 
showing the fluctuation in employment of members' 
funds December, 1954 to December 1961 on a monthly basi 
together with graph illustrating; Ontario Credit 
Union League, Central Division, analysis of members’ 
shares and deposits, loans payable and loans to 
members, January 1950 to December 1961; a schedule 
of fluctuation in employment of members' funds for 
the Ontario Co-operative Credit Society on a monthly 


basis December 1954 to December 1961. 


98. Monetary Policy Communicated 

The evidence given by the central credit 
unions indicates that in 1959 when the bank advised 
the centrals of tight money policies steps were taken 
to curb lending by the credit unions. The evidence 
of the credit union leagues indicates that there was 
an increased pressure on the credit unions for loans 
during that period. However, the figures indicate 
that aside from normal growth the proportion of loans 
to assets did not in fact increase which confirms the 


evidence that the credit unions resisted the pressure 
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of demands for new loans and were responsive to 
monetary policy communicated to them through the 


banks and their central credit unions. 


99. At the ea sine 10) DY Lelel COLUMBIA, WoowG. 
Central Credit Union was questioned with regard to 
the response to tight money in 1957. It appeared 
from the evidence given that while the directors 

of central credit unions anticipated earlier that 
money might be tight in 1957 and urged caution on 
the credit unions, there was no communication from 
the banks to the central credit union that their 
loans woulda be restricted. There is no evidence 
that any communication by the banks to the credit 
unions or the central credit union organizations in 


other provinces of Canada took place in that year. 


100. The purpose of Restrictions 
In any event it would appear that the 

attempt of the Bank of Canada to reduce loans in 
1957 was not intended to apply to the many types of 
operations carried on by credit unions. See Annual 
Report of the Governor of the Bank of Canada 1957, 
pages 20 and 21 where he stated in part -- 

" The matter of providing adequate finance 

for small business -- with which I would include th 

requirements of farmers and professional groups 

as well as the needs of ordinary individuals 

for personal loans for non-speculative purposes -- 

seems to me to be one of great importance. 


During 1957 as in 1956 we have in discussions 


with the chartered banks expressed concern for 
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"the position of these small borrowers. We have 
been assured by the banks that there was no 
discrimination against such borrowers ...... 
It would I think be desirable that whenever the 
banks find it necessary to allocate their 
resources in the face of excessive total demands 
they should limit the rationing process to the 
field of large loans and should make it clear 
that this was the case. The first call on the 
resources of the national branch banking system 
must, I think, be to fill the credit-worthy needs 
for banking accommodation for small businesses, 
LASELEUCions }“Larmers “and Endtvidua 1ls‘'=-" including 
a reasonable level of loans for housing in all 
the various localities across Canada. This 
approach is feasible because the funds required 
to meet such needs are small in relation to the 
total resources of the chartered banks. The 
banks will always have very substantial additional 
resources to make available in flexible amounts 
for loans to large enterprises -- enterprises 
which can and do also obtain funds from non-bank 
sources and can vary their proportion of bank debt 


to non-bank debt as the circumstances may require.’ 


101. Some credit unions borrow directly from 
the bank and others from the bank through central 
organizations. They do so to facilitate loans to 
farmers and other primary producers as well as to 


meet the needs of ordinary individuals for personal 
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loans for non-speculative purposes, inclucing a 
reasonable level of loans for housing. Consequently 
it would apvear that if credit unions did not appear 
too responsive this was not a frustration of intended 
national policy as stated by the Governor of the Bank 
of Canada. There is.no evidence to indicate that the 
credit unions at any time have intentionally frustrated 
the monetary policy of Canada in so far as it has been 
communicated to them (except for minor borrowings by 
Ontario Co-operative Credit Society, see page 1135 
Vol. li Transcript). Aside from normal growth in 
1959 they held the line -- most of them by rationing 
loans and moral suasion.. In the case of Ontario Co- 


operative Credit Society loan rates were adjusted. 


102. Stimulation of economic activity 

It is probably true that in time when 
it is cesired to stimulate economic activity by monetar 
action credit unions do not immediately respond. 
As (pointed: out ‘in: thevbriefirof B. Gw Central Credit 
Union, page 14, paragraph 38, credit unions are 
mainly associations of primary producers and working 
men who tend to be conservative about borrowing until 
Signs of economic recovery reflect themselves in 
actual employment. Accordingly, loaning practices 
of credit unions are more closely related to levels 
of employment than to prospects of profit. However, 
once the upturn in the economy has begun the major 
social objectives of the policies of credit unions 
actually, stabilize.and aid monetary policy. , They 


exert an influence in the local community encouraging 
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the ordinary people in the community to use and 
spend their funds more wisely. To the extent that 
their influence is made felt the excesses of an ex- 


pancing economy are curbed. 


CASH AND LIQUID RESERVES 

103. Statutory Conventional liquidity rations 

The provisions of the various provincial 
Statutes across Canada applicable to the English 
Speaking credit unions vary considerably from province 
tO province as to liquidity. reserves.) The most rigid 
of these are the provisions applicable now under the 
Credit Unions Act of the Province of British Columbia 
enacted in 1961. The statute now provides a reserve 
of 8 per cent against shares and 25 per cent against 
Geposits withdrawable within one year. Prior to the 
recent amendments to the British Columbia statute, whic! 
followed a careful survey of the affairs of the 
credit unions in the province the provision had been 


5 per cent against shares and 25 per cent against devosilts. 


104. In Alberta the standard by-laws provide 

by Article XII that reserves and cash or readily con- 
vertible investments equal to 5 ver cent of share capitall 
and lO per cent of deposits must be separately 

maintained and where a credit union permits the with- 
Crawal of funds from deposit accounts by means of 
negotiable orders a reserve in cash or readily con- 
vertible investments equal to at least 25 per cent of 
Ceposits shall be separately maintained. 


LO In Saskatchewan Section 79 of the Act 
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requires every credit union to maintain a reserve to 
meet weonardwa lsoot moneys in share or deposit 

accounts consisting of cash on hand or ina chartered 
bank or in the Saskatchewan Co-operative Credit 
Society Ltd. of not less at the end of each calendar 
month than 10 per cent of the liabilities of the credit 
unions to their members in respect of shares and 
deposits at that time. A larger percentage is re- 
quired where withdrawals from deposits may be made 


by negotiable order. 


106. In Manitoba there is no statutory cash 

or liquidity reserve requirement for credit unions. 
The conventional reserve ratio Pobna resents vary. 
The brief filed by the Manitoba Credit Union League 
indicates that in practice it has been found that 
industrial credit unions may safely operate on a 
lower cash or liquidity reserve than those in rura 1 
areas as the demands of the latter arise at peak 


periods. 


LOTS, In Ontario there is no legal reserve 
ratio required and conventional reserve rations vary 
and are adjusted by the experience of individual 


credit. unions. 


103% In Quebec gact td 39 of the Co- 

operative Syndicate Acts requires a credit union by 
ae or order to create out of yearly income 
certain reserve funds and each credit union is 


required to put into such reserve funds at least 
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lO per cent of its annual income until the reserve func 
have reached an nadie equal to at least the amount 
of the liabilities reoresented at any time by-the 
Shares of the association and any other resources 


thereof. However, there is no Specific require- 


ment for liquidity reserves. 


109. In Nova Scotia there is no provision 

in the Act requiring liquidity reserves. The 

practice of the Government, Credit Union League and 

of the Inspectors is to encourage credit unions to 
keep 20 per cent of their assets in Ligue form. The 
League has recommended that there should be at least 

5 per cent of assets in cash and the remaining portion 
in other investments and deposits with the League. 
This advice has been followed closely, as revorted 


in the brief of the Nova Scotia Credit Union League, 


TVG. Actuel: Ligusgaity 

In order to compare liquidity positions 
of the crecit unions in the several provinces: it may 
facilitate the work of the Commission if we dao so on 
the basis of a common stancarée and at the same Gate. 
The most available figures for all of the crea@it 
unions, credit union league centrals and co-operative 
credit societies appears to be December 3lst, 1960. 
It is proposed to use the standard of the Act then 
applicable in British Columbia, that is 5 per cent reserve 
against shares aes 2) Der Cent against, deposits, Using 


this standard the following results: 
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1960 (In millions of dollars) 
Assumed 
Standard Actual 
Total Cash “Invest= Total 


Reserve ments 
Dpravish Columbia Credit 
Unions 5.5 9.4 2.5 LESS 
B.C. Central Credit Union 2.45 15 Lig” 32 
Alberta Credit Unions 1.5 a2 8 4.0 eee) 
Alberta Central Credit 
Union Be ut e 25 


Saskatchewan Credit Unions 6.8 7.6 2isc 29.4 


Saskatchewan Co-op Credit 


Society 2.5 as C4 9.9 
Manitoba Credit Unions C248) Gre ¢ Pa cms 
Manitoba Co-op Credit 

Society 33 rhe ILS 25 
Ontario Credit Unions O17 881 13.4 22.5 
Ontario Credit Union 

League Central 9 4 .05 AS 
Ontario Co-op Credit 
Society r633 6 28 Le 
Quebec Credit Unions 2.9 a 2.4 4s 
Quebec Central Credit 
Union 027 O44 .OO4 OK 
Nova Scotia Credit Unions fo 1.83 a7 2.3 


Nova Scotia Credit Union 
League L283 en75 ae) 1 .O7F 


(NOTE: Re Nova Scotia Credit Union League, a 
portion of deposits are long term deposits and 
normally would not require the same liquidity 
reserve and it held 1.4 millions of dollars in 
mortgages not included in investments in the 


above calculation). 
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lll. Co-operative Credit Societies 

It should be observed that we have in- 
cluded British Columbia Central Credit Union, the 
Saskatchewan, Manitoba and Ontario credit societies 
in the above list applying the above measuring rod 
although under the Co-operative Credit Associations 
Act (Federal) under which they are registered, they 
are only required to maintain! liquidity reserves of 
20 per cent of deposits (at least 5 per cent cash 


and the balance in governmental securities). 


lle. British Columbia 

From this rather stringent measuring roc 
it will be observed that all of the provincial credit 
unions (on the basis of consolidated statements) had 
reserves of cash or investments well exceeding the 
assumed standard at December 3lst, 1960. Concerning 
the central credit unions there are a number of 
cifferences upon which comment should be mace. In 
the case of British Columbia the assumed standard is 
more stringent than the provision of the Feceral 
Statute which applies. Even so the actual cash 
reserve of the central in British Columbia well ex- 
ceeds the assumed standard (and also the Federal 
statutory requirements). In this province it should 
be observed that 8.7 million of the 9.4 million 
Shown as cash is deposited by the credit unions in 
B. C. Central Credit Union and 1.1 million invest- 


ment of credit unions in shares of Central. 
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113. Alberta 

With regard to the Alberta Central 
Credit Union it s reserve is above the assumed stan- 
Gard. It would appear from Appendix 9 to the Alberta 
Credit Union brief and Appendix 6 (b) that a large 
DOrCTON OL the 1.26 Ade bois shown as cash in the Alberta 
credit unions is deposited with the central and ap- 
proximately one-quarter of the investments would 


apovear to represent shares in central. 


114, In the case of Saskatchewan Co-operative 
Crecit Society it is well above the assumed standard 
although again the Federal Government stancaré 
actually applies. In Saskatchewan also the credit 
unions Ceposited 4.7 million of the 7.6 million cash 
shown in the consolidated statement in the co-operative 
credit society and of their investments of 21.3 
million 11.9 million are in shares of the co-operative 
erecit, societyen, In ats: brief to. the Pec asa 

the Saskatchewan Crecit Union League estimated that 

as at December 3lst, 1960 the credit unions had 

liquid assets in cash holdings and in readily con-’ 
vertible investments amounting to 25.6 per cent of 

the total assets. This may imply that some of the 
investments are not readily convertible as the per- 
centage of investments to assets shown in paragraph 


88 supra shows 24 per cent and cash 8.5 per cent. 


115. Manitoba 
The reserves of Manitoba Co-operative 


Credit Society are slightly below the assumed 
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Standard. However, it is relatively small and in 


any event complies with the Federal legislation. 


116. Ontario League Central 

The Ontario Credit Union League shows 
reserves less than the assumed standard. Its opera- 
tion, however, is different from the credit societies 
and it does not have so-called chequing services. It 
oroperly ought to’ be commented that at the end of 
1961 the financial report of the Ontario Credit 
Union League Ltd., League Central Department, shows 
that the liabilities of the League have increased by 
approximately 1.5 million dollars mainly resulting 
from increases in members' share and deposit accounts 
and on the assets side the increase is reflected 
principally in an item shown as short term invest- 
ments 1.4 million dollars and an increase in cash 
in bank and on ceposit with trust companies of .1 


million which would substantially improve its ratio. 


117. Ontario Co-operative Credit Society 

In the case of the Ontario Co-operative 
Credit Society, ee Federal legislation applies. 
Even so its actual liquidity reserve exceeds the 
assumed stancard. Again in this case it should be 
pointec out that according to the 1961 financial 
statement, Exhibit 45 to the brief of Ontario Co- 
operative Credit Society, its liabilities have in- 
creased by 2.5:miLlion doldars, 2.1. million being 
increase in deposits by members and .2 million by 


increase in share capital. On the assets side, 
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investments have increased by 2.6 million which in 


its case also would improve its ratio. 


118. Further Sources of Liquidity (Credit Unions) 


In addition to the reserves kept by 
the credit unions referred to in the above schedule, 
the credit unions have other sources of liquidity: 
(a) New share and deposit money; 
(b) Borrowing power; 
(c) Proceeds of the repayment of loans which 
are short term and usually are repayable in 


regular semi monthly or monthly instalments. 


119. The evidence before the Commission 

indicates that in fact many credit unions and central 
type ee dns a look to those sources of liquidity 
first or to the rationing of loans if necessary be- 
fore looking to the sale of investments -- particularly 
that portion of investments which are longer term. 

In these respects there is a great deal of uniformity 


between the credit unions in all of the provinces, 


120. Despite the fact that we will later in 

this brief discuss the distinction between shares and 
deposits in credit unions, in the English speaking 
communities, this might be an appropriate time to 
emphasize the differences between them as they 

relate to the question of the adequacy of liquidity 
reserve. We have assumed in the foregoing a standard 
of liquidity of 5 per cent against shares and 25 per 


cent against deposits, which standard is in excess of 
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statutory and conventional ratios. 


lel. Different rates of Reserve for Shares and Deposit 
While in all of the provinces ceposits 

ana shares are both regarded by members as with- 

drawable on short notice, there is a real difference 

in fact as to the tendency of members to withdraw 

which justifies the different rates of liquidity 


reserve applicable to shares and deposits. These 


reas onsoarec 


peel. ta) Deposit money is put into the credit 

union usually with the intention of withdrawing 
some of it before too long, e.g. for the payment 
of monthly or semi monthly accounts or saving for 
a specific purchase such as land, a piece of equino 
ment, taxes, etc. It is only a residue of deposit 
accounts which remain as savings. The interest is 

* paid on the basis of the minimum quarterly balance 
usually, and there is no insurance applicable to 


Geposit accounts generally. 


Learteébd Share investment on the other hand more 
frequently represents polanned savings, regular 
withcrawals not being anticipated by the member. 
In acdition there are the following detriments 
which discourage a member from withdrawing shares: 

(i) dividends are often edlékiared on the 
balance of the share accounts held on the 
last day of the fiscal year for the portion 


of the year invested; and 
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(ii) by withdrawal of shares the member losads 
the important benefit of group life insuranc 
because the insurance carried by the credit 
union is on his share balance and is not a 


fixec amount; 


ig Ben) In all provinces the directors have 
the authority to withhold the withdrawal of 
shares from sixty to ninety days and in most 
provinces the Inspector, or the Boe a itself, 
may extend the period. In most provinces there 
is a thirty day period during which the credit 
union may withhold the withdrawal of ceposit 


moneys. 


225% We have shown the liquidity position of 
the credit untons distinct fromethe liquidity position 


of the Centrals. Our reasons for this shoulc be clear 


126. If the liquidity reserves of the credit 
unions were ceposited in the chartered banks one 

would not take the financial statements of the 
chartered banks into a consolicated balance sheet 

of credit untons to arrive at the real liquidity 
position ofsathewcredciG® untons in-any province. For 
the same reason in the calculations above the co- 
operative crecit societies anc league centrals have 
not been included in the consolidated figures for the 
credit unions. In other words the co-operative credit 
society or league central is a second tier of organiza- 


tion and its liquidity is a separate matter from the 
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liquicity ovosition. of the credit. -unitons. 
Teen yay If the Gentral is liquid the credit 


LUS and shares therein are liquid. 


123. In estinating, therefore, the real 

Liquicity position. of.the crecit unions in any 
province.in so far as. they deposit their. liquidity 
tner than cash inthe till, .and surplus 
funds with a co-operative credit society or league 
central 10 is important tovanalyze:.the liquidity 
position of the co-operative credit society or league 
central 1tselr, This has been done with considerable 
cnare “Li tne Survey Rhepert tilted as Bxhnibit..2 Go. 
brie: OLecne. 0. C.0 Credit. Union eacue: (im ihe 
section marked by the gray tab) from pages 67 to 75 
inclusive in relation to the credit unions in British 
oO lomDIe sand Wy. 0. Central. Cred. tstnion. The 
Central in that case was found to be 
sound and adequate. In the absence of many of the 


statistics necessary to orepare similar tables for 


6p 
{te 


the other province .¢ iS not possible here to make 
the same analysis for each province. However, from 
the figures above it apoears that certainly with 
respect to those provinces in which the credit unions 
Ceposit or invest substantial sums..in the co- 
operative crecit society or league central the 


liquidity position is well assured by cash and 


securities, 


129, No only do the three largest credit 


societies maintain at all times the statutory liquidity 
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ceemed by Parliament to be adequate under the Co- 
operative Credit Associations Act, Section 44, but 
most of the time their liquidity represented by 
cash anc governmental securities exceecs those 
requirements. This may be observed from the figures 


ana charts filed annexed as Schedule 11 hereto. 


130, Further sources of liquidity (Centrals) 

In acdition, however, to the liquidity 
reserves required by the Federal statute where it is 
apdlicable anc also in the cases of co-operative 
crecit societies afd thea gee eentrals not registered 
uncéer that Act there are other factors which enter 
ty as follows: 

(a) The short term nature of their loans; and 
(b) They all have borrowing power and from 
time to time use ity*usually by established 
lines of eredit with a chartered bank or banks; 
and 

(c) They have no firm obligations to make 
loans anc as to the ones registerec under the 
Peceral “Act ‘in fact if ' the-statutory reserve is 


not maintainec they are prohibited by statute 


LSB, There is a further intangible aspect of 
liquidity with regard to these central organizations. 
They being voluntary associations whose members con- 
sist of voluntary associations and all operating on 


a 


the basis of cealing only with members, and a 


philosophy of mutual aic, if circumstances did arise 
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that an excessive demand for withdrawals against the 
central coincided from many credit unions the maximum 
cooperation in the rationing of funds amongst the 


members could be reasonably anticipated. 


132. Considered adequate 

NACCU considers that taking into con- 
Sideration all of the factors referred to above as 
well as the actual reserves (conventional or 
statutory) maintained in the various provinces, 
the liquidity position of the credit unions is 
sound. Concerning the central organizations NACCU 
considers that the statutory reserve ratio applicable 
to those registered under the Co-operative Credit 
Associations Act (which is less stringent than that 
applied above) is reasonable and that as a second 
tier of organization these centrals are sound 
places for the credit Patcne to deposit their 
liquid reserves and surpluses and the deposit “ 
such reserves in these central organizations in no 
way cetracts from the actual liquidity reserves 
maintained by the credit unions as shown in the 
consolidated statements of assets and liabilities 


referred to above. 


133. Desirability of Statutory Minimum 

Most of the members of NACCU would concur 
in a recommendation that the provincial governments 
should include in the statutes in their respective 
provinces some minimum requirement as to liquidity 


reserve recognizing that in dealing with consolidated 


* 


-~ i a 7 > : b 
: Ve A Pen : : ' . ” 

a] ‘4 L >, ' 1 md owt J by BO ‘ ‘ : 10 ‘ 
As. -" =) yh A aed Rear: §, & ae YS eee 

o ’ : 4 *. “i : oa Le Ssrie ay ae 
ea) ‘> Ye vie Oe a 

me ere Tle 
OW OMNIS 

= 


ont sanisas alswstbddiw 101 Dasmeb, svieasoxs ns dsiv 
| mumtxem odd anotay tihero ynem morl bebtontoo Isirdaso 
} 
a edt segnoms ehnvt to eantnottsr sxt at nottsrsqooo 


, bstaqtotins yidsnoasset sd bfyoo etedmem 


etsupsbs horeblanod .Sél 
-oo Oodnt sninsd gsdd exsbtanoo VODA | 


es svods od berrets: arotost. sit. to Ifs notssiebte 

xo Isnotdnevnos) eevieaer Isutos edd as ILow 

.ssontvorq avotisv ond at bontstateam (yrodussda 

et anotinu tJibero edt to notdteog yitbtupil: arid 

UOOAM enolissinszaro I[siinso sshd aninyesono0d ..bnavoe 
sldsotigqgs ofts yr sviseet yrodjutsda odd tsd?d arebtenoo 
 $tihexro evidgsreqo-00 edd teabay beredtdatrex saods of 

aa tedt asdt tnegntste east et dotdw).doA, anotistooaaa 
- bnooee & @8 tens bas sldsnoaser et (svods betiaqgs 
bavee srs alsirtnes seedd noltissitasaro to: tet 

ttedd gilaogeseb oF enotnay Jlobeto sdd. 1ol. esosigq 

ve gieoqesb sdd bas asaulquve bas asvisasr btypili 

on afi enotissinssro Isirtnso sasdst at, asevreeser) dove 

eeviseses% yiibtuptil [sugyos say mort atosiged ysw 

aig af mwode es anoinu tibeto edd yd benisinism 


esitttilitdsti bas eseees to asnemedsite bedsbiloanos 


.evods ot berretor 


mumiaiM yuowvissa to ytititdertesd .€€f 


quonon biyow UDDAU to ersdmem edd to teoM 


* einemnitevos Istoatvorg sdd gaedt nottsbnemmoost s at 


evistosqes: uatfedd at esduiste ont nt sbulont biuode 


yitotupif£ ot as tasmortupst mumtatm smoe asonivorg, 


bedsbiloenoo cdtw gnifseb at tedd zaatsingoos1 evis2st 


Nethercut & Young A.160 


Terente, Ontarie 
Figures for the province there may be covered 
up on the SveTEN figures some credit unions 
Which do not maintain adequate liquidity reserves. 
If a minimum were provided in the statute this could 
then be enforced under the appropriate inspection 
laws. Some other members of NACCU may share the 
views expressed in a report of the Policy Committee of 
Ontario Credit Union League dated September 9th, 1961. 
This report is set out in the brief of the Ontario 
Credit Union League and reads: 
"Having regard to the fact that credit unions 
are autonomous bodies and that each credit 
union may make provision for its own liquidity 
. position and that access to ample funds is 
available to credit unions through the League 
Central- and” other services, it is the’ opinion 
of the Committee that uncer present circumstances 
legislation to require all credit unions to 
maintain a certain proportion of their funds in 
liquid form is not necessary." 
Those who would support that view consider that the 
question of liquidity for any one autonomous body 
is a matter which should be based upon its experience. 
Notwithstanding that principle, however, all of the 
members of NACCU would agree that credit unions should 


maintain adequate liquidity reserves. 


INVESTMENTS IN SECURITIES 
134. Factors affecting Portfolios and Policies 
There are several important factors which 


have given rise to the present portfolios of invest- 
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ments and policies of credit unions with respect to 


investments which should be kept in mind. 


135. Recent Growth 
(a) The importance of investments has only 
recently grown to significant stature. For a 
long time the amount which each credit union 
had for investment was relatively small. 
Even where credit unions had funds which 
they-might otherwise invest, i1.e.,,reserves, 
liquidity and guarantee and seasonal surpluses, 
they chose to invest in or deposit with central 
type associations. The funds available to those 
associations for investment until recent years 


have not been great. 


iBstew Consequently much of the early investment 
, of credit unions was not very knowledgeable 
ane we find in the portfolios at all levels some 
investments of a long term type, which may be un- 
suitec to their real function, but with which 
the crecit union or central association is stuck, 


unless it is prepared to take a present loss. 


LS. The conceot that government bonds are as 
safe as the Rock of Gibraltar and readily saleabl 
at var has died hard in the minds of a great many 
people. Only those with close contact with the 
market have learned that there are many alternati 
investments with sood yields and reasonable 


Liquidityvat..or near.cost. 
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Types of funds 
(b) There are three principal.types. of funds 


of crecit untons available for investment which 


influence their investment policies and portfolio 


The first of these in most provinces are guarante 


fe 


unés (as security for bad debts) which for some 


reason pee adt Lonely under provincial legislation 
have been required to be kent separately invested 
from other funds of the credit unions, (although 
normally a bad debt is written off as a book 
entry and requires no payment of cash). Further 
tne Loss racvios Of credLt: wilons pave been 
universally so.low that.there, has been little 
necessity.to Saag upon these reserves. Con- 
sequently these reserves, whih in many of the 
provinces reoresent a fair portion of the funds 
available for investment, have been regarded as 
not, requiring a great deal. of liquidity. Most 
crecit.unions are permitted to and do invest or 
Cenosit those reserves in or with these central 
type. organizations... Thus in their view, because 
of the oooling of risk in central, and the great 
unlikelihood of a run on central for withdrawal 


nm 
18 


of this type of funds (due to the low loss ratio) 
Chese investments are regarded by the individual 
credit unions as liquid. The central type credit 
union association on the other hand, knowing 
the small risk of any substantial demand for 


withcrawal of these funds may regard them as 


available for longer term higher yield invest- 
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ments with assurance of ultimate recovery on 
maturity and not requiring an immediate market 


POorelteutaity : 


Liquidity Reserves 
The second type of funds available for 
investment by credit unions and central tyve 
organizations are liquidity reserves. The 
purpose of these funds is to provide PEQuaid tUy 
in the event of a sharo excess of withdrawal of 
Share capital or cevosits over the absolute 


growth in share purchases and deposits. 


Once again the credit unions almost uni- 
versally have not experienced in the last 
fifteen years any lengthy periods where with- 
Orawals sharply exceeced investment in shares 
and deposits. Consequently in their view, 
While the nature of this type of reserve requires 
Sreater liquidity, and therefore shorter term 


investment, they have not tended to keep these 


funds in absolute liquic or near liquid, forms. 


Again most crecit untons have in recent 
years maintained what they consider a desirable 
cegree of liquidity by Cepositing these reserve 
funes with central type associations. Because 
of the experience of credit unions that no sharp 
lengthy demand for these reserves has been ex- 
periencec on a wide basis, and the pooling of 


the risk of such a demand from one or several 


No yvravooet sdemidiu to sonextees détw adtuem Wes 
+oslerem otsthommt as antutupet vor ag ysisudem 


vitatuptt 10% 


cal eafdelisvs ebnul io sayt Bnoosa oT 
says Isrdnso ons anotay Jfr5eto yd tnomigacval 
edT .eevreaet wiibtupii ors anotissiasato 
ysitbiupii£ edtvorq of af ebnult saedsd Io saoqiug 


So fawerbdtiw to gsaeooxe aisle s To urfisvs eid”? THz 


stufoads orfs revo atiaogeds to Istiqso sisdea 


,edteoges bons asesfotug sxsda at Stwors 


-toy geomfs enotay grheto ofd afsgs gon0 Our 
toel odd nt bsonetteqxo ton evsad yilsatov 

-Adtw ovecw esdbotrse yrdanet yas arssey noosttt 

serecte ot dnemdeevnt bebososoxs ylareda efswstd 


.wotv xtodd nt yidneupsenod .avfeoqsS bas 


AO ORE RO PON Re 


gettupes svteeet ‘io saqyd aidd fo oxutsa odd elfitdw 
myest todyode stotleredd bas .ysttotupti rsdsets 
eeedd qeex od bodbaedt gon over yord dnomvesvat 


-emrot Stupii wsen so StuptfL sduloads af abaut 


tnsoot at eved enotnu tibeto geom nisaaé ae 
efdsiteasb s sebbaroo yvors Iscw henisiniam axsoy 
svreeer saedd snatidtaoasd) yd yitbtIuptt£ ‘to 9e7T295 
seueonea .anotdstooses sayt Isrtne9 dtiw edaul 
arsfa on tsdd anotau gibeto to sonsiiseqxs ody lo 
-~x9 riosd asd esvreast oaect tot Snsmed ydianoel 
to antfloog sci bas .2tasd ebiw s Ho hoonetregq 


Igxovez 10 90 moxt basmed s dove to Heist odd 


Nethercut & Young ie 161, 


Terento, Ontarie 
credit unions, by the deposit of reserves of many 
types and numbers of credit unions the centrals 
have come to regard a hard core of these funds 
to be safe for investment in longer term less 
liquid investments than otherwise might be 
required. They tend, however, to keep at least 
a portion of these funds in near maturity bonds 


for a margin of safety having regard to their nature. 


142, The evidence discloses that almost 

“vn cpniversally credit unions do not regard liquidity 
reserves.as a source of funds for making loans. 
Rather they regard liquidity reserves as a 
source of last resort to meet sharp and per- 
sistent excessive share or deposit withdrawals. 
Short seasonal demands for loans which may 
coincide with heavier withdrawals they meet 
mainly through rationing of loans or exercise 
of borrowing powers. Consequently in Bee money 
periods when the demand for loans and withdrawals 
may be great and borrowing is restricted by 
necessity, the credit unions do not seek to 

-. Liquidate securities as a further source of 
funds for loans. (This is no doubt not only due 
to their policy stated above, but also in some 
measure to the fact that keeping these reserves 
in securities having longer maturities than 

near liquid, they are not prepared to, nor can 
they afford to, take losses in order to have 


funds available for loans. In periods when money 
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is not-tight the market for such securities is 
stronger ane in any event borrowing. on the 
security of such investments is not difficult 


to arrange). 


143. Seasonal and other surplus. funds 

The third t¥pe of funds which the credit 
unions have available for investment are seasonal 
or other surplus funds uch as contingency reserves. 
These funds me be kept liquid. 

(i) as to the first to be kept available 

for loans to members, and 

(11) as to the second to meet the con- 

tingencies for which they are created. 
Many credit unions keep these funds in cash, 
on deposit with a chartered bank, or on deposit 
with a central type association on terms where- 
under they may be withdrawn on demand (or near 
demand). This type of money requires to be 
Kept in very liquid form. Where it is deposited 
with central type associations usually they 

_have estimated from past experience when the 

seasonal demands for these funds will tend to 
coincide and, accordingly, invest a safe portion 
of these funds in near liquid securities such as 
treasury bills, short term notes of first class 
securities, or government guaranteed parity boncs 
In the choice of investment they naturally will 
be influenced by yield and the certainty of pay- 


ment on the due date. 
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144, Requirements of the local Community 


145. 


146, 


(c) In some measure the requirements of the 


local communities in the province may influence 


investment policies. Credit Unions are local 


provincial bodies closely alled to the interests 
of the local community of which their members 
often form an important segment. These local 
communities often require to finance by the 

issue of, bonds.for municipal, school or hospital 
purposes. Even when their bonds are guaranteed 
by the province (as they are in many instances ) 
it 48 nudtueaavufor.them to float their relatively 
small issues on the organized bond market. 

One serious disadvantage of this type of security 
is that while repayment is guaranteed the terms 
are often long and the bonds.are not readily con- 
verted into cash by reason of lack of interest 


in the market. 


Credit Unions have two ways of assuming 
their responsibility to the community in this 


respect. 


One is illustrated in the following 
statement extracted from Exhibit L at page 4 
of the brief presented by the Credit Union 
League of Manitoba Ltd., and Co-operative Credit 
Society of Manitoba Limited: 

"The credit union was established to serve 

the needs and best interests of the members}, 


If for example the Society is asked to pur- 
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"chase school debentures for the constructio 
of a badly needed school in the area, or a 
neighboring municipality, the members might 
feel that they are providing a community 
service by purchasing some debentures. The 
point is, however, that the directors' (of 
the credit union) main concern as trustees 
is to protect the interests of the members 

and his, the tar ent prime concern is not 
for, the, construction of the school. 

The Board therefore might feel that an 
investment in government bonds was the safest 
course to follow. At the same time, the 
credit union could provide the money in loans 
to members who wish to borrow part of the 
money they would need to purchase debenture 
The society could hold the debentures as 
security against the loans. In this way th 
credit union would be supporting the school 
debenture issue, encouraging the members to 
save, but placing the responsibility for 
support of the school on the members them- 


selves, where it belongs." 


147. The other approach is illustrated in 
Saskatchewan where a large number of credit 
unions (some 222 out of 279) have small port- 
folios of investments in government and/or other 
securities (mostly under $50,000.00) and where 


the portfolio of investments of the Saskatchewan 
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Co-operative Credit Society is relatively small 
in relation to investments in Dominion. Provinci 
and. guaranteed. Hydro securities. However, it 
serves to demonstrate that the credit unions are 
anxious and prepared to take such responsibility 
as-they are reasonably able to do (within the 
margins of sound» policy) to: assist local com- 
munities to market bonds which otherwise they 
would have difficulty doing in seeking to raise 
money on the bond market. (It might be observed 
that the other two large co-operative credit 
societies in British Columbia and Ontario dis- 
close in their portfolios, also, a. reasonable 


number of these local issues in small amounts). 


148. Variations between year ends 
(d) The year end, or for that matter the 
quarter end statements of bond portfolios of 
eredit unions, and particularly of the central 
type association may not disclose the whole 
DLicCture Of ‘Chelr investmens policy. For-instance 
in British Columbia the amount of investment in 
B. C. Central Credit Union at the quarter and 
year end December 31st, 1961 showed total in- 
vestments of $2,400,000.00. . Harnly itn 1962 B.C. 
Central had invested, however, almost twice that 
sum, that is $4,400,000.00. This represented a 
change in dL pletabobas De Surpluses. Therefore a port- 
folio of investments on the earlier date might 


tend to show a greater predominance in longer 
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term investments whereas one, say on February 
28th, 1962.would show predominantly near maturity 
issues... This requires to be kept. in mind in 
examining any portfolios filed with the Commissio 
or with its .researchers.... There..can be.a .very 
great fluctuation in portfolios depending on 


periods of seasonal surpluses. 


Larger funds through Centralization 


(e) As credit unions have grown in assets and 


as they have tended to invest or deposit reserves 


guarantee and liquidity) and surplus in or with 


central type associations a larger fund for in- 
vestment and greater maturity in investment 


policies have tended to develop. 


An illustration of this might. be taken 
from the supplemental material filed by B.C. 
Central Credit Union with the Joint. Secretary 
of the Commission in which it reviewed the 
development of its policies with respect to 
investments: 
"Prior .to -1955. investments .(of..Central)..wer 
under one million dollars. After 1954 when 
Central decided to become registered under 
the Federal Act and that Act would require 
it to value securities at market not to 
exceed cost, Central followed a general 
policy of buying bonds at par or preferably 
at discount, with a view to applying any 


capital gain to .building wup, a,.hbond,,fluctua- 
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"tion reserve. As it gained experience and 
as the reserve built up this reserve was 
“merged with the general reserve. 

In the last two years there has been 
available an increasing number of Provincia 
Government or provincially guaranteed parit 
bonds. In view of the requirement of the 
Federal Act and also better interest rates 
Central has in this period tended to shift 
its portfolio from short term Canada's or 
treasury bills to parity bonds. 

In these circumstances and as more fund 
for investment have become available to 
Central greater attention is now given to 
yield in investment policies ....... 

Central is not interested in securities 
of this type (non-governmental securities ) 
because for liquidity purposes it requires 
shorter term securities and in its invest- 
ment program the emphasis is on keeping 
seasonal funds and liquidity reserve employed. 
Its main function is not to deal in securities 
but to keep funds reasonably available for 
the use of its members, as required." 

ES. Requirements of Co-operative Credit 
Associations Act 


(f) Co-operative credit societies registered 


under the Federal Co-operative Credit Association 
Act are influenced in their investment policies 


by the provisions of that Act and particularly 
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the requirement that securities be valued at 
market. Because the valuation at market affects 
the ability of the Society to pay dividends, 
these societies are most anxious to acquire 

and retain in their portfolios securities which 
suffer the least possible risk of depreciation 
in market value. This tends to make them more 


conscious of marketability rather than yield. 


Lee For instance in Ontario the transcript 
discloses that the Ontario Co-operative Credit 
Society is very conscious of this factor. There 
developed in that province a practice which one 
of the Commissioners appeared to find a great 
anomoly. At che Same time as the society had 
Substantial investments returning less than 5 per 
cent it sought to raise money from credit union 
and co-operative members (corporate and individuals) 


from a 53 per cent debenture issue of its own. 


55. This was explained in part by the 
Society's representative as a policy of/ raising 
longer term money for longer term co-operative 
loans which type of loans yielded a better rate 
of interest. It also reflected an attempt to 
keep investments in the Society at a maximum 
at a time when alternative investments for its 
members in the market could yield better returns 
than those paid by the Society on ordinary 


deposits or the dividends paid on shares. 
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LSA, However, one factor was disclosed which 

ts’ significant) with: respect to the present dis- 
cussion. The Society had succeeded by a record 
of payment of dividends of 4 per cent or better 
over the required period to make its shares 
eligible for investment by certain types of insurance 
companies and other investors whose power to invest 
are regulated by statute. It was anxious to re- 
tain that position. It therefore preferred to 
borrow money at a higher rate for the time being 
than to dispose of securities which at the time 
might have resulted in a loss which would have 
reflected itself in the dividend rate the Society 

“would be able to pay. The statement of B.C. 
Central Credit Union referred to above certainly 
indicates the influence of the Co-operative Credi 


Associations Act ‘provisions on its policies also. 


155. Mobility of funds: by pooling 
(eg) The centralization of reserves (guarantee 
and liquidity) and surpluses in central type 
associations have made possible a mobility of 
these funds within the respective provinces by 
pooling and a larger fund for investment. It is 
Submitted that as and when Canadian Co-operative 
Credit Society is able to function in a manner 
commensurate with its potential stature (re- 
flecting the size and growth of credit unions) 
this mobility and centralization of funds for 


investment will make the credit unions increasingly 
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sensitive to the price system and monetary 


policy reflected therein. 


The evidence given to the Commission by 
the Ontario Credit Union League as to its central 
type of operation indicated a certain rigidity 
on’ the question of the use of varying’ interest 
rates as a)means’toinf luencescredit union 


polntciess; 


The evidence given by the Ontario Co- 
operative Credit Society on the other hand 
Showed an increasing awareness of the importance 
of variation in rates as an influencing factor, 
notwithstanding the generally non-profit oriented 
point of view of credit unions. (See supplemental 
brief filed by Ontario Co-operative Credit Societ 
atotheohearing! ini Toronto 6n April 12th, 1962 
and see also B. C. Central Credit Union brief 
pages 8 to 10, paragraphs 27 to 29 inclusive 


and Schedule 16 thereto). 


NACCU is: ofwthe opinion that the further 
step of centralization and pooling of reserves 
and surplus funds in CCCS, were it possible to 
operate on:a national, scale on a similar basis 
to central type credit associations in the 
provinces, would greatly increase the sensitivity 
of the credit unions to the price system and 
monetary policy, not only in creating a broader 


base for mobility of the funds which are surplus 
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to the needs of.the individual credit unicns but 
also because of larger participation in and 
therefore a closer relation to the capital 


market. 


159. Rather, than, set out the evidence upon 
which these conclusions are at least in part 
based in-the text ofthis brief itself a summary 
of much of the evidence and its source is given 


in Schedule 12 annexed hereto. 


160. It might be observed that in-all 
provinces: there 41s very little direct invest- 
ment by credit unions inter se or in other co- 
Operative associations and there is no evidence 
of pooling of investments between credit unions 
except through investment or deposit in central 


types of associations. 


LOANS AND MORTGAGES 
161. Policy Foundations 
There are several fundamental characteris- 

tics of credit unions which have influenced their 
policies and practices with respect to loans and mort- 
gages to their members, which must be taken into 
account with respect to any generalizations or statis- 
tical data about credit union.loans. Theserfactors 
are; 
162. (a) All credit unions have sprung from a 

small beginning which has meant that at first 


the funds available (those saved by the members ) 
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A175 
have been limited. 


163, “Ub4 The democratic nature of credit union 
organization (one member one vote) has tended 
to require the rationing of loans to meet the 
auete of all. (The statutes or rules in some 
provinces require priority to small loans when 


funds are in short supply.) 


164. (c) Factors (a) and (b) together with the 
high charges made and a poorly organized market 
for small personal loans led the credit unions 


at first into the small personal loan field. 


165. (4) Credit unions are organized not only to 
promote, thrift but to meet the felt. needs of 
their members in their local community. This 
has resulted in different patterns of loan 
practices according to the common bond and the 


needs of the local community. 


166. (e) The mutual aid basis of credit union 
organization and the emphasis in the first 
instance upon a common bond has resulted in 

greater reliance upon character in the granting 
of loans, humanitarian considerations in respect 
to inability to meet payments, and a reliance upon 
awareness of responsibility of the individual to 
the group for collection, than is possible for a 


private profit oriented business. 


167 (f) The non-profit orientation of credit 
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unions has led them, as the size of the common 
fund permits, to undertake types of socially 
desirable loans, which profit oriented business 
find undesirable (in any event without the ad- 
ditional incentive or security of government 


guarantees). 


168. General Statistics based on security for loans 
Pursuant to a request of the research 
advisors to the Commission, credit unions and caisses 
populaires in all the larger provinces except Ontario, 
recently provided statistics on a broad representative 
basis of the type of security taken by the credit 


unions. 


169. While the type of security taken generally 
may give an impression of the policies and practices 
of credit unions in each province it is somewhat mis- 
leading because often the purpose of the loan may bear 
no relation to the security taken. This arises 


in two ways: 


170. (a) In the smaller credit union where there 
is a close common bond and the loans tend to be 
small, greater reliance is placed solely upon 
character and/or guarantees by fellow members. 
In larger credit unions tangible security of 
Some type is more usual (see B. C. Survey Report 
Schedule 3, B. C. Credit Union League under gray 


tab pages 33 and 34). 


171. (b) A member with a good record might make 


an) 


to ytinvose eidtzast anotny dibeto teagisl al 


: | gommos edt to oste ond eas mods hel. asd anotay ; a 1 
vilstooe to seqyus oxsduebny oF .atimroeg baut Is 
: geeenteud bednetro grtov Hotdw .ansol oF etuat Sin : 1. 
-bs odd Steuer jnove ys at) efderteebay batt jo 
tnemitevog To yiitvose fo avidnsont Ienotdth je 
. (asodnet sus Ai 
is 
ansol sot ystuvooa no heasd soijatisde Iexened . 8d Poe 
doxsgoger ont to dasupet 8s oc Jnsverw4 
peeatso bas enotay dibero enoteatmmnod ads od diene i* 
orlspon0 Jqoeoxs asonivotgq seatal edi Ife at eottsiluqog in 
| evtdstnevetaet bserd 8s No sotdetdade bsbivorg utdasoet 
tibexo edd ad te vdtinuosa to sayt edd to atasd ~ 
er 
.anotay 
| M 
uligrenes meds? ysitvosa to eqyd edt oftdW =. Pd | 
tt asottosiq bas B2etotiog edt to noteasiqmt as avis ys tar 
-egitm tedwenos at gi sonftvorg nem ot aniotau tibeto a Ive 
aged yem asol sdt to saocisq od medtito oausood antbsel tes 
eoatrs etAT .nevst ydinuose orld og notdsler or (en 
:aysw ows. at i~ 
pe 
ered etenw motay ¢tbsto wolisme edt aI (8s) .oyl les 
ed ot bned ansol sdd bas bnod nommoo eaolo & al | 
nogy yleloa beosiq et sonstion tedsety .iisme \- 
_avodmem wollst vd eestnexsus o\bas tetosrsdo in | 
es 


Sroge yevave .0 .€@ ssa) Isuay stom at squid omoe2 
Yaris wbAY SugBaI fsofnsU gthe1D .D .a FA elyboroe 
(HE bas EE zexgsq ded 


oem tdutm bxroost boog s ddiw xedmem A (d) 


Nethercut &é Young 
Reis? 


Terente, Ontaric 
a small loan for home improvement on the security 
Of bis signature without a mortgage; or a man wit 
an.equity.in a house might mortgage it to finance 


his fishing or farming_operations. 


Vien. Pupooses OL Loans 

Fortunately in three of the provinces 
there are statistics showing the purpose for which 
the loan was granted -- see B. C. Survey Report page 
21, which analyses this.from the standpoint of size 
of eredit union for 1957.in-B.C..,Also,see Schedule 
15) Ba+C.iGredit, Union. League, brief for a spot check 
made for period Jan. 1st, 1961 to Nov. 30, 1961 


from 62 per cent of the credit unions in that province). 


LL 3% The. office of the Deputy Minister for 
Co-operatives in Saskatchewan has a consolidated 
breakdown of. purpose of loans for,.many years and 
the, Inspector, of Credit Unions for Manitoba has 
tabulated this information over,.a number of years. 
For the convenience of the Commission a copy of the 
Saskatchewan and Manitoba figures as well as copies 
of the B. C. figures are annexed as Schedule 13 


hereto. 


174% Analysis of Purposes of Loans (1960-1961) 
Summarixing the purposes of loans on a 

consolidated basis for these three provinces the 

following main features of loaning practice and 


policies appear: 
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Purpose of Loan B.C.(1961) Sask.(1960) Man.(1960) 
Farm operation 9.23% 8.38% 


Real Estate and 
Home or Farm 


Improvement 30.0% 37.07% 31.93% 

Autos & Trucks Re- 

pairs & Purchase 23.0% 21.6% 22.79% 

Household 

Appliances 7.0% 5.52% 5.93% 

Consolidation 

of debts 16.0% 12.89% 12.92% 

Others *24 0% 13.69% 18.05% 
100 & 100 & 100: @ 


*Includes fishermen's loans, farm operations 


and a large number of endowment loans 


75. The figures for the 1961 spot check in 
British Columbia based on purpose of loans have also 
been analyzed by the type of credit union. The 
Annual Report,.of the Minister of. Co-operation in 
Saskatchewan likewise analyses: loans for 1960 on 

the same basis. A comparison of that analysis may 

be useful in helping to qualify and interpret general 


statistics based on security. 
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Type of @Credit.Union 
Purpose . 
of Associational Occupational Rural Com- Urban Com- 
Loan munity 


Bee < Saskae, _BeGs Sanic... B.C... Sask, <6.Ck 


% % % % % % 
Real estate 
home or 
farm im- 
provement 37. 36.9 eee Peso) Be .ou ao, It 
Autos, 
Trucks, 
Machinery Mele LEAgN7T 726. Sy Ma © Ws Wet 6 
Household 
Appliances ~* mie im Laess Big eee. tue Be eS 6 
Consolida- 
T1LOn:. (OL 
debts 15. 1546 PO. Bi BOs, 15. tea Sy eas) eae 
Others 24 Sus. debs 18.99 29.2 28,19 1295.17.85 
100. 100. 100. LOO». LOOngaDOwi., LOGO JLOO% 
ingoe Having regard to the differences between 


the economy of British Columbia and Saskatchewan, it 
is obvious that the type of common bond or community 
Within which a credit union is organized arecroe 

Significant difference in the purpose f66r which loans 


are granted... The analysis, of. the 1961 British 


Columbia loans on a basis broken down into even 
more classes of ‘common bond or community annexed 
as Schedule 13 supra emphasizes this even more than 


the above comparison. 


Ney ree Manitoba and Saskatchewan are the only 
provinces with statistics of purposes of loans ten 
years, ago...The, Inspector of. Credit... Unions, for 
Manitoba has provided these for 1950 and the Deputy 


Minister of Co-operation in Saskatchewan for 1951. 
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As 180 


Summarized they appear as follows and should be 


compared with the table on page -#,.178. 


(1950-1951) 


Purpose of Loan Saskatchewan Manitoba 
(1951) (1950) 

G % 

Farm operation Oat 19. 


Real Estate and home 
and farm improvement CO G2 20% 


Autos... Truckess 


Repairs & Purchases an 8 15. 
Household appliances 5 Ae is 
Consolidation of debts Bt. LLGe 
Others BM, F OR 
100 LOO 
Lior Some of the items described as "other" 


in the Manitoba report were insurance, taxes, hospital 
medical, dental, educational and vacations. The 

total loans in Saskatchewan in 1951 were 8.1 million 
dollars and in Manitoba in 1950 were 3.8 million 


dollars. 


L{ os Generally from this analysis we can 


conc lude: 


180. Conclusions as to purposes of loans 
(a) From a small loan type of operation 
able to provide its members with loans to meet 
immediate personal needs or emergencies, the 
' credit unions have developed into instruments 
increasingly able to meet the needs of their 
members related to their occupations and 


housing requirements. 
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(2) eredit union loans tend to be adapted to 
the needs of the local community, e.g. amongst 
fishermen in British Columbia 46 per cent of 
aye loans of fishermen's credit unions are for 
the purpose of fishing boats and gear and 
Seatac 19 per cent for purchase and improve- 
ment of homes. Amongst farmers in Saskatchewan 
46.3 per cent of loans in 1960 were lent for 
purposes of farm operation, real estate, home and 
farm improvement. Amongst city dwellers in both 
British Columbia and Saskatchewan sl HO per cen 
loans were for real estate and home improvement. 
In all categories approximately 20 per cent 
was lent for the purchase or repair of automobiles 
and trucks. Ha ing regard to the general type 
of citizen which the credit unions are organized 
amongst these figures cannot be regarded as 
unrelated to their occupational needs. It is 
interesting to observe that loans for household 
appliances in these provinces range from 5.52 per 
eent to 7 per cent only. The credit unions 
still meet the need for emergency and budgetary 
financing of their members as indicated by the 
13 per cent to 16 per cent of loans advanced for 
consolidation of debt and the 20 per cent to 
25 per cent for miscellaneous purposes. In 
-urban areas the loans of credit unions 
are principally for consolidation of debts, 
medical expenses, holidays, transportation 


and to an increasing degree for assisting members 
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in financing the purchase and improvement of 
their homes ; In rural areas loans are most 
frequently made for farm operation (or purchase 
of boats and ¢@ear by fishermen) and for 
purchase and improvement of farm property as 
well as for transportation, taxes and con- 


solidation of debts. 


182. National Interest 

Many of these principal types of loans 
have been declared by parliament a matter of 
national interest, e.g. in the Fishermen's Loan 
Improvement Act, the Farm Loan Improvement Act, 
The Home Improvement Act, the National Housing Act. 
The reason for such a declaration by parliament 
would appear to have been that primary producers and 
other persons of modest means have difficulty ob- 
taining such loans at reasonable rates in the 
organized capital markets. To attract investment 
into these fields the Government has been required 


to grant guarantees and set up special agencies. 


183. Credit Unions have pioneered. 

It is not surprising that credit unions 
have pioneered much of this field (see B.C. brief re 
Fishermen's Loan Improvement Act, Schedule 16) 
because of four factors relating to their loaning 


practices: 


ne Paar d(19 they are local organizations concerned 


with the credit needs of their local communities, 


(2) the nature of their organization makes 


. i 
- / : 


ye i e, ‘ Dy ’ < 


s 


ane ee ee 

om S8L.A a aaa a pa ns © - 
= i croin® oiwwe 
: < : ,,0- 8 . anus" 
ti, : ' . 1 bd 
ao Pn J ‘ | re 
- So gnomevorqmt bie sasfousq ent ghkonanttat fF 


teom 9%8 enmsol esers [exut nl .eemod rtent 


sesdomg to) mottsiego aret 10% sbsm yitnrespert 


er en 


yot bas (nomiredeatt yd <p6g bas atsod to 


28 yiureqotg misi to dJnemevorgqmr bas sesdo rug 


-foo bas asxss .notistroqensis stot es Ilew 


.etdeb to nottsbifoe 


tesretnt Isnottsu .S8L 


I 
0 
f 
en 


ansol to aeqyt I[sqtontrq sasdy Io yasM 
%o0 vtodtem s dnemstinegq yd bersloeb meed svsdA 
asol e'nemredati odd at .3.9 ,taestetdat Isnotisna 


SoA dnomovorqm~l asol misi odd .toA tnsmevorgml 


SOA gnbavoH Isnottseu edt .doA tnemevotgqmIl omoH eAT 
tJaemBpit¢sg yd notdsrslosb s dove tot noasst eAT 

bas axsouborg yvismixrgq tsdd nsed evsd ot rseqqs bluow 
-do ytivotiIib sved ansem Jaebom Io anoateq tendo 
adj at ester sidsnoaset gs ansol dove antnatisd 
tnomteovat tosrdds oT .eavexdism Istitqso besinsgiro 
boxtvosr noed asd tremnrsvod oft ableftt seeds ogal 


,estonerys Istosge qu toe bas esstnsisug tasty ot 


.betsenotg svsd enotau sibeto -€81 


enotay gibsto tsddt antetaquiue tom ak I 
et tetad .0.@ eee) blett eatds to doum Hberssnotq svsed 
(OL olubedo® .goA tremevorqmI nsod e'noemisdeald 
aninsol xtedt ot gnttsiet arotosi tvol ‘to sausosd 
resoitosirg 
benrsono0o enotisstnssro [soo0l ots yond (ry ee ee 
}.eotdinummoo Isoof vtedt to absen tibeto edd ddiw 


2oven notdsxtasero tredd to sweden ond = (8) 


Nethercut & Young Ag 18 3 


Terento, Ontaric 
it possible to assume at reasonable rates what 
to other pHeeweURTeAS would be a greater and 
unattractive risk factor, 
(3) they are non-profit oriented; and 
(4) they are based on the principle of 


self’ help’ through mutual-effort ~ 


184, The organized mortgage market 

The organized mortgage market generally 
is not interested in loans in remote areas. From 
a reproduction showing the investments of all 
insurance companies in Canada registered under 
the Federal Act appearing in the March 3lst, 1962 
issue of the Financial Post, it is apparent that very 
few such insurance companies carry any rural mort- 
gages and of those that do the percentage of their 
total assets so employed is negligible (see 
Schedule 14 annexed). As to trust companies 
(another traditional source of loans in the organized 
mortgage market) they are tending increasingly to 
invest in bonds and securities and less in mortgages 
(see Financial Times, April 14th, 1962.) It appears 
likely that the same factors which operate against 
insurance companies investing in rural mortgages 


would apply also to trust companies. 


185. The need 

Even if it could be assumed that 
insurance and trust companies and others in the 
organized mortgage market, did not limit invest- 


ments in urban areas to selective risks and newer 
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houses, the fact that most of them are limited by 
statute to a Lane advance of 65 per cent (and 
in practice many of them do not lend to this limit) 
means that a person of modest means, wishing to 
purchase or limprove a home in the urban area must 
either have substantial savings or look to the 
individual investor for assistance by way of a second 
mortgage. The risks of a second mortgage, plus the 
plight of the borrower of modest means, and the 
absence of an organized second mortgage market has led|to 
high rates or heavy bonuses for this type of mortgage, 


and>to the discounting of mortgages at high rates. 


156, The existence of the National Housing 
Act and Central Mortgage and Housing Corporation 
has placed some curb on this, it being possible 
for some persons of modest means to finance new 
homes under these government subsidized programs. 
However, many such persons cannot afford to under- 
take the obligations involved in financing a new 


home. 


Loy. Here the urban community and associa- 
tional credit unions, within the limits of their 
resources and with regard to the other credit needs 
of their members, have stepped in. They have thus 
not only encouraged the end expressed by parliament 
as socially desirable that home ownership and 
improvement should be encouraged but also that for 
persons of modest means the financing thereof should 


be assured at reasonable costs. 
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188. Limits on Length of Loan 

The emidence disclosed by the provincial 
briefs and at the hearings thereon have indicated 
that the resources of the credit unions have limited 
both the amount of and the length of time for which 
loans for home purchase and farm and home improve- 
ment have been possible. However, it also discloses 
that as individual credit unions grow in size more 
funds for longer periods are available. One re- 
stricting factor has been the consciousness of 
eredit unions of thé need for liquidity. . In two 
provinces this has been met by innovations to the 
credit union approach. In Saskatchewan the credit 
unions have joined in the formation and financing 
Of .aanprevincial trust._company.to.finance.longer 
term mortgages... In.Nova.Scotia,. the.financing of 


mortgages.is.a.major function of the League. Central. 


189. Where Credit unions are going in loans 

The Commission has shown some interest 
in where the credit unions are going. The answer 
to this question may be found in their loaning 


practices in the following respects: 


190 (a) Credit unions, because of their local 
nature, co-operative mutual aid principles, 
and non-profit oriented outlook, have been 
able to meet felt credit needs of persons 
with respect to socially desirable ends at 


reasonable rates of interest. 
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Tory “PCY Credit unions have demonstrated (largely 
because of these same characteristics) an 


adaptability to the changing needs of members. 


192... “te Credit unions as they grow in size of 
assets are able to assume increasing responsi- 
bility in areas of the credit needs of persons 
of modest means which the profit oriented 
organized lending institutions are unable 
or unwilling to serve, and where consequently 


rates and charges tend to be high. 


193; At the moment it would appear likely that 
credit unions may tend to lay greater emphasis upon 
the mortgage needs of their members, as they grow 
and funds develop to meet those needs adequately. 
However, their short effective history would 
indicate that they will adapt to whatever type of 
loan practices will meet needs in their local 
communities which can most successfully be met 

by their unique type of organization at better 
rates than profit oriented institutions can meet 
them. Where they go in the future, will depend 
largely upon changing economic conditions. In so 
far as their growth is dependent upon their 

lending ability, in some measure the extent and 

rate of their growth will depend upon the areas 

and type of loans needed which can most satisfactorily 


be met by local self help on a mutual basis. 


194. Two other aspects of credit union lending 
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practices should be commented upon: 


1052-01) The true rate charged by credit unions 


196, 


for loans is based on simple interest, it is 
widely known amongst the membership and there 
are no hidden charges. Having regard to many 
devices used in modern merchandising and con- 
sumer Divancing “Ineluding’ car financing ,'to 
hide the real charges from the customer (such 
as the package deal and service charges and 
extended terms at the same monthly payment) and 
the tendency of the person of modest means to 
disregard the cost factor in purchasing or 
financing (as pointed out by Mr. Hood in his 
paper to the Gordon Commission, pages 181 and 
183), the credit unions so far as they are 
Successful in their educational programs, have 
a-useful service to perform in providing a 


measuring rod of reasonable charges. 


Indirect help in solving Community problems 
(2) In communities where the members of a 
particular occupational group (such as fisher- 
men in Prince Rupert, British Columbia, or 
farmers in Saskatchewan), have sought to solve 
other economic problems on a co-operative self 
help basis, the common fund may be directed in 
differing proportions and at different times 
to meeting the individual needs of the member 
or the collective needs of all the members in 


their other co-operative institutions. Usually 
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this is safeguarded by the pooling of risk 
through a central organization. Inasmuch as 
these other co-operative institutions have 
demonstrated their ability to assist primary 
producers in particular to solve economic 
problems on a basis of self help, rather than 
government assistance, Such credit unions have 
in this manner made an important indirect social 


contribution. 


197. Size of Loan 

The various briefs and supplemental 
statistics submitted to the Commission or its 
research staff will indicate that the average size 
of loan in most credit unions is not very large. 
Actually the average size of loan, however, does 
not give theafill picture. Were it possible to 
examine the median of loans and the mode of loans 
the loaning pattern of credit unions would be more 
meaningful. This is illustrated for one province, 
British Columbia, in its Survey Report at page 35 
(under the gray tab). Even the mode and the median 
would take on different patterns also if the figures 
could be broken down further into types of credit 


union. However, these figures are not available. 


198. Term 

The briefs of the various leagues show 
many loans to be for terms up to twenty-four months, 
with loans for purposes of purchase or improvement 


of homes and farms extending from three to seven 
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years. Due to the limitation of funds to members 
savings and the need for liquidity the repayment 
period is kept quite short. Loans ..generally are re- 


payable in semi monthly or monthly instalments. 


199. Methods of Evaluation 

Standard methods of evaluating risks 
enter into the consideration of most credit unions 
in credit granting. However, in addition there are 
certain features of the credit union already herein- 
before discussed which permit the credit unions to 
give ereater consideration CO, Certeati ‘Tact Oe, © Ye. 
character and the moral obligation to a group of 
which. the borrower is a member and with which he 
has an identity of interest and to which he has 


a, social .obligation. 


200; Credit Rationing 

As previously indicated the criteria 
used for rationing credit at times when the demand 
of credit worthy borrowers exceeds the credit union 
resources is determined by the basic democratic 
principle of equality between members. Pnsuen. cir= 
cumstances by practice (if not statutory or regula- 
tory obligation) preference is given to the small 
loan, so.that as many members as possible can be 
accommodated. In some credit unions some respect 
would be given to a. minimum requirement of period 
of.membership,;e.g.:.8ix months or one year, in 


rationing. loans. 
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201. Directors' Loans 

The position of directors as borrowers 
is not exceptionally significant. There being be- 
tween 30,000 to 40,000. voluntary officers of credit 
unions in the English Speaking credit unions some 
fair proportion of the loans may be made to officers. 
However, in most provinces there are some special 
requirements to be fulfilled before loans can be 
made to directors. [In all provinces (except where 
a credit officer is permitted) the credit committee 
is given necessary authority to authorize loans. 
That Committee is elected by the general meeting and 
its only obligation to the directors is to carry out 


the general loan policy laid down by the Board. 


202. Determination of loan DOLLey 

The credit committees of each credit 
union are responsible for the decisions of that 
credit union. Likewise the credit committee or 
authorized loan officer of each central type of 
organization has responsibility for that organiza- 


tion. Each body is autonomous in credit decisions. 


203. Types of Security 

In smaller credit unions the signature 
of the member either guaranteed by another person 
or alone often is the main security.” Payroil 
deduction, bife insurance equities and chattel mort- 
sages may also be taken. In larger credit unions 
where larger sums are more likely to be involved, 
and the element of a close common bond is not as 


great, more conventional types of security, in- 


— " cima’ 7" 
ensod_ agovederait08 


exeorrod as arossertb to notsredq sAT”” eeantvee 
-9d anted oredT .tnsottingta ufisnot3gsoxs ton at 
gibero to ateotito HiednutOvLOOoIOR oF 000,08 neowd 
amog enotny tthero 3itdseqs dattand one at anoiay 
~arsottto og eb sii sd ysm adsol od ‘to not dxoqong — 
Istosqe omoe srs siendd asontvotd gaom at ,LtevewoH 

ad ago ansgol eroted belirttut oe ot Pedigree 1: 

are dw tqoox9) asontvorg IIs mt tase oualeets ot ebsm 
settimmos tibero ed¢d (bedtimreq at teolTio Jibero & 
.ansol axtrornius ot yiroddus yiseesosn aevisg af 
bts ie Reakie [arenes odt yd betools al sets kmmod deat 
duo yarso ot al arotoerib edd ot mottsgiido yino agt 


-hasod ont yd mwob btsl yotlog agsol Isreneg ont 


yotiog msolf ‘to notisitmreted .SOS 


pean este tPA AeA EOLA OA 


+tharo doses To asstdtimmoo sibeto eniT 
tedd. to asotatosb eft rot idbenogaet ers mofayv 
~o soedyimmos dt batro ont saiwextd notayu tibeto 
to eqyd Lertneo dose ‘to ~sottto nsol Naueeonewn 
-getansg1o ¢sdd rot yiilitdfanoqast asd notissinsgto 


.anoteroeb s+Fhets at avomonotus af ybod ‘dosd nots 


viinvos@ to asayt .€0S 


eyudsnetea sdt enotay dibeto soffseme ni 
noereq sedtons yd beednsTsuS saddio xsdeom ont ‘to 


{forysi .yvstiavoss aism édt ef astto snols 0 


_tyom [sditsdo bas getdtups sonsivent atif .sottoubeb 
anotay dibeto resisl aI .mexdst od oels Usm B9883 
—beviovnt od od yvlonutil exom ets amue tepisl sTenw 


as gon at bnod nommoo saolo s to tremefe edd bis — 
| \ sae 


A 
i ee 


~~ wet torraare "0 boavi. [snotsnevn0o erom is: 


Nethercut &é Young 
A.191 


Terenta, Ontaric 
cluding bonds, securities and land mortgages are 
more frequently ‘asialcueaeanl However, were it possible 
to analyse the types of security according to the 
type as well as the size of credit union, it is 
likely different patterns of security might be 
disclosed, just as differences in types of loans 


have been shown above. 


204. Rates 

Many credit unions charge the traditional 
(and mostly statutory) maximum rate of one per cent pe 
month, rebating the surplus thus accruing after paying 
expenses, including modest interest on deposits 
and reasonable dividends on shares, by way of 
patronage refund to the borrower. Generally that 
patronage refund in such circumstances is at a 


rate of 15 per cent to 20 per cent of interest paid. 


2065 .; Many others have recognized that 

different types of loans and/or different kinds of 
security warrant a differential in interest rate, 
either because of reduced costs in handling the 

loan or reduced risk. Usually credit unions adopting 
different interest rates calculate the same in rela- 
tion to annual operating revenue and expense, thus 
giving the borrower the benefit of his saving at 

the time, and do not therefore pay patronage 


dividends. 


BOG. Being non-profit oriented and having 


certain advantages by virtue of social relation- 
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ships amongst members iMccLhe, 2isletactor., as, mieht 
be, expected. credit unions generally are able to and 
do provide credit to their members at better rates 
than those,.charged by.-private, profit, oriented insti- 
tutions. ..In. recent years. .the -chartered banks and some 
other. financial,.institutions..in the personal loan 
field have established rates close to the net. credit 
union rates. . However, these rates of other institu- 
tions are..not, generally comparable to credit union 
rates, because to really analyse and compare one 
would need to.know the risk ratios undertaken by 
each institution with, respect..to each type of loan. 
For instance,..a,credit union rate of Ts per cent on a 
first mortgage in an urban community would not 
necessarily be comparable to a first mortgage rate 
of i cent by a conventional mortgage company. 
There could be several reasons e.g. (1) the credit 
union rate includes the benefit of a group life 
insurance policy to protect the member's estate 
against payment of the outstanding balance 
(2) the credit union mortgage might be for 80-90 
per cent of the appraised value (other factors than 
security of the land and premises being taken into 
account) (3) the credit union mortgage might be on 
an older type of house in a working class district. 
For similar reasons even the new bank rates on 


personal loans may not be comparable. 


207. Comparison with others 
The rate’ charged by credit union, sub- 


ject: to statutory’ limitations, aforesaid, /are dever- 
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mined by the Board of Directors from time to time 
on the principles outlined above. To a certain 
extent they will be influenced by the rates which 
a credit union must pay for borrowed money (as an 
item of expense). They may also be influenced in 
those credit unions which charge several different 
rates by some of the same factors of cost and risk 
which determine rates for like types of credit by 
other institutions. Mainly, however, rates are 
fixed by the directors in accordance with two 
fundamental principles: 

(a) equity between all members; and 


(b) a non-profit orientation. 
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VILE SHARES, DEPOSITS AND RESERVES 

208. Shares vis-a-vis Deposits 

Among the English speaking credit unions 
the predominant method of raising contributions to 
the common fund is by shares. The following schedule 
Shows the relative position of shares vis-a-vis 
deposits in each province as at December 3lst, 1960. 


(In millions of dollars) 


Credit Unions Shares Deposits 
British Columbia *90.0 4.0 
Alberta ees Bes 
Saskatchewan 66.8 LO 
Manitoba ai.5 aie 
Ontario 1403 7 LOs9 7 
Quebec 28.9 5.3 
Nova Scotia £396 4 


*(The British Columbia figures includes 23.0 of 
endowment shares the net equity of the members 
therein being approximately 4.0. The influence 
of endowment shares in other provinces is 


relatively small.) 


209. A more varied relationship between 
Shares and deposits exists with respect to the 
central type organizations which at December 3lst, 


1960 showed the following relationship: 
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(In millions of dollars) 


Shares Deposits 
B. Central Cr. U. int 9.6 
Alberta Central Cr. U. 181 is 
Saskatchewan Co-op 

Credit Society 1226 Tad 
Manitoba Co-op Cr. 

Society me Lee 
Ontario Credit U. 

League Central er 3.2 
Ontario Co-op Cr. Soc. .6 4,2 
Quebec Central (Sea. O46 
N.S.Cr. Union League eA #24 


*(Some of these are 3 to 5 year deposits) 


210. As previously stated in discussing 
liquidity (see para. 121 above) share investment 
represents planned savings of members whereas 
deposits may represent interim savings or the 

saved portion of current income. There are 

several deterrents to the turn over of shares 
mainly because there are a number of incentives 

to members to leave them with the credit union, 
even to the extent of pledging them as security 

for loans. Deposit money, however, most fre- 
quently will be Withdrawn over short periods, as 
required to meet immediate or short term obligations 
of the member, except for the residue which he 

is able to save. This residue is often transferred 


periodically by members into share account. 


211. "Chequing" Deposits 


To facilitate the withdrawal of money 
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Terente, Ontario 
by members to meet expenditures many credit 
unions permit withdrawal by negotiable order 
(sometimes referred to as "chequing"). This is 
permitted on the one hand as a convenience to the 
member, and on the other to encourage him to save 
as much as he can of his current income after 


meeting his expenses.. 


dels Although in credit untons across 

Canada there is usually given the power to the 
directors to withhold withdrawal of deposits for 
thirty days and in some cases longer, those credit 
unions which use so-called "chequing" endeavour 

to assure sufficient immediate liquidity to ensure 
prompt acceptance of orders. Clearing privileges 
are facilitated by central type organizations 
undertaking part of the function and in exchange 
of cheques and government items with the chartered 
banks through arrangements with the Canadian | 


Bankers' Association. 


213. "Chequing" privileges are most extensively 
granted in Saskatchewan particularly in the rural 
areas. In other provinces it is less prevalent, 
although wherever employed, as indicated by the 
briefs filed, has resulted in greater convenience 

to members and increased savings. Whether by 
statutory regulations or by convention adopted 

by central type organizations, rules and standards 

of liquidity and ability to provide this type of 


service are generally applied. The extent of 
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"chequing" in the several provinces is indicated 
in the following information supplied to the 


Commission in briefs or supplemental material. 


Province Approx. percentage of Credit 
Unions using chequing 
De, C., 21% 
Alta. 5% 
Sask. 5 OG* 
Man. 15% 
Ont. 6% 
Que. Nil 
N.S. 3% 


* Largely rural credit unions. 


e14, While the evidence indicates that almost 
universally the smaller credit wars. ae not per- 
mitted "chequing" services, it appears that the 
provision of "chequing" privileges does not 
entirely account for the existence of deposit © 


accounts in English speaking credit unions. 


215. Exploration of Predominance of Shares 

In view of the difference between interest 
rates and dividend rates, the only rational explana- 
tion is that mambers find deposit accounts a more 
convenient method of contribution to the common 
fund for short term money than share accounts. 
The fact that interest may be paid on minimum 
monthly or quarterly balances, rather than year 


end balances may be a contributing factor. 


216. In the case of central type organizations 
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the fact that deposits tend to exceed share invest- 
ments as shown above is most likely explained on 


three bases: 


217.(a) because of distances between the 
central organizations and the credit unions 
(being spread throughout the province) primary 


"chequing" privileges are almost essential 


218.(b) much of the money placed with the 
centrals represent liquidity reserves or 
seasonal surpluses and must therefore be 
readily withdrawable if required for use 


by the credit union, and 


219 (c) interest on deposits is payable on 


Shorter periodical minimum balances. 


220.Variation in Rates 

Up to the present time the credit 
unions appear to have done very little experi- 
menting with variations in deposit rates. 
Generally the briefs indicate these ranges from 14 
GO a4 per cent. One reason would appear to be that 
except for the convenience of the members through 
"chequing" and to encourage short term and residual 
saving, greater emphasis has been placed on shares 
than upon deposits in the English speaking credit 
unions. Interest on deposits is a fixed expense 
whereas dividends on shares are allotted only out of 


surplus. 
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cen : On the other hand deposit rates of 
centrals have varied generally in relation to the 
market (see for instance, Schedule 16 to the Brief 
filed by B. C. Central Credit Union and supplemental 
information submitted to the Commission by the 
Ontario Co-operative Credit Society dated April 
12, 1962). As indicated in several of the briefs 
and at hearings in relation to central type 
associations, deposit rates are sensitive, as are 
loan rates, to alternative opportunities for 
employment by the autonomous individual credit 
unions of their liquidity reserves and surplus 
funds. If the deposit rates are too far out of 
line, credit unions begin looking to the eager 
lity of making their own investments. The policy 
of the Ontario League Central appears to be a 


notable exception. 


222, Types -of. Shares 

Credit unions have only one type of 
share -- a common share. Shares may be redeemed 
or transferred subject to the rules of the credit 
union. In Saskatchewan there is a limit on share 
withdrawals related to the balance at the last 
year end. All credit unions have a right to with- 
hold withdrawal usually for 60 to 90 days and 
longer upon intervention of the Inspector, or in 


some instances upon further action by the dirctors. 


223. Rate of Withdrawal 


A breakdown by provinces (except Ontario) 
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of the rate of withdrawal of shares, representing 
the results of a recent questionnaire, has been 
answered byoa’ large percentacze! of _theocrecdit unions 
atethe requestlof: Mr. Mercume. | The statistics 
once again show an overall pictures for each of 
the provinces: answering .“.oHowever, as illustrated 
with the breakdown of loans, above, it is likely 
if the figures could be further analysed there 
may not only be differences between credit unions of 
aifferent size, but there may be significant 
differences between credit unions of different types. 
Time has not permitted such an analysis. 
(If possible, this will be tried for at least one 
province to seek to ascertain whether such differences 
in fact exist and if the. results are obtained in time, 


theyywhllt bestidied at theidvearine ): 


2ee4, Rate of Dividend 

The rate of return on shares is of 
course a Gividend. Generally it ranges from 3 or 
34 per cent to 4 or 5 per cent. In some provinces 
it is restricted by statute to 6 per cent, in Nova 
Scotia to 5 per cent. Obviously with a maximum 
charge of one per cent on'loans, loans being the 
main employment of assets, and with allowance 
for patronage refunds (when the full rate is 
charged) it can never be excessive nor can it have 
the variation of rates that apply to a joint stock 


profit oriented company. 
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225. Changes in Rate 

Consequently the rate of net growth 
of credit unions shares is not likely to be 
affected by substantial changes in the rate of 
Gividend on those shares. There is some evidence 
that amongst persons with more than average 
savings in the credit unions there may be some 
effect on their willingness to continue to save 
or their tendency to withdraw resulting from more 
recent issues of parity bonds in some provinces 
and by the issue of Canada Savings Bonds. These 
yield a better return and have the advantage of 
immediate conversion putting them in direct 
competition with credit union savings through 


Share investments. 


226. Comparison with Quebec 

In the suggestions for briefs made by 
Mr. Mercure, the joint secretary, it was suggested tha 
the briefs should bring out the reasons for and the 
significance of the fact that shares form a large 
part of the liabilities outside Quebec while the 
opposite is true in Quebec. This presumably refers 
to the caisses populaires in Quebec, for as shown 
above the credit unions in Quebec represented by 
the Quebec Credit Union League show the same 
disposition to share holding as is shown by the 


other provinces. 


Cel We have sought to set out above the 


reasons for shareholding predominance in the credit 
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unions represented by NACCU. We can only 
assume with respect to the caisses populaires in 
Quebec that they have a different historical back- 
ground in this respect, and possibly legislative 
or regulatory provisions which have resulted in 


the much greater emphasis upon deposits. 


B26.. The results of that emphasis upon such 
matters a loan policies and practices and liquidity 
reserves, which may be matters affected by the 
practice, we leave to the Federation of Caisses 


Populaires to discuss with the Commission. 


2e9. Share, Deposit and Loan Insurance 

Mr. Mercure's suggestions included a 
proposed discussion of the present arrangements for 
Share and deposit insurance with information rela- 
ting to the measure of security against loss 
etsbyed by depositors and shareholders and of the 
advantages and disadvantages of a system of deposit 


insurance. 


230. The present share insurance (carred by 
nearly all credit unions) and deposit insurance 
(carried by some) is not designed to protect the 
member against loss. It is rather group insurance 
carried by each credit union on the outstanding 
balance of share investment, payable on the death 
(or in some cases permanent disability) of the 
members. The benefit is payable not to the credit 


union but to the estate of the deceased member. 
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The cost is in the neighbourhood of 3/4 of one per 
cent and is paid from the common fund so that it 
represents a benefit to all members. The limit of 
the benefit as to any one member is $2,000. At the 
same time most credit unions carry an insurance 
coverage on the outstanding balance of all loans 
up to $10,000. This is payable to the credit 
union and protects it from loss (or embarrassment 
of recovery) in the event of death (or in some 
cases permanent disability) of the member. It 
also however benefits the borrower's estate because 
when collected by the credit union it is applied 
to the outstanding obligation of the deceased. 
The cost again is borne out of the common fund for 
the benefit of all members. Both types of 
insurance are very attractive to persons of modest 
means. The existence of such insurance has 
certainly been one factor which has attracted 


members to credit untons. 


231. Deposit Loss Insurance 

A system of share and deposit insurance 
to protect the member from loss, such as is 
applicable in the United States to certain savings 
banks and savings and loan associations is a 
different type of insurance against a different 
risk. This system is reviewed in the brief of 


Cuna filed with the Commission. 


232 The advantage of that system to a 


.depositor or investor is that he assumes none of 
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the risks of the-enterprise. In our view it. may 
beeansuitable-system for profit, oriented.savings 
institutions, ini which, the,iavestor,. or deposizor 
has no democratic resoonsibility or privileges. 
It is not a. suitable system to apply to crecit 
unions, which as statec elsewhere in this brief 
are mutual enterorises really of the,.same nature 
as co-partners. Such dceposit and/or share, insur- 
ance has the inherent implication that the enter- 


prise is owned by another who is being compensated 


5) 


or. taking; the, misks of the enterprise. 


ASS, Further. as. pointed,.out in the CUNA 
brief, the history: .of).losses:by members. .of.credit 
unions, does not warrant the. expense. of. such. an 
insurance system, were it otherwise. deemec 


CGesirable. 


234. History of Losses 

The loss ratio of members participa- 
ting in credit unions in Canada is remarkably 
low. British Columbia, Saskatchewan and Nova 
Scotia were able to report in their briefs that no 
member has suffered any loss upon the liquidation 
of. a credit: union in those provinces, Alberta 
reported that where liquidations have occurred 
the majority of members suffered no. loss. Quebec 
shows..a.loss. ratio.of,..015 per cent... Manitoba 
reported no losses to date although in.one case 
10 per cent. of the shareholders! money is still awaiti 


collection. 
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oD ¢ Losses from the credit unions have 
been Vedinicen sine only, we believe, because 
they have usually been soundly operated, but 
because of a high degree of voluntary cooperation 
between them through their Leagues and otherwise. 
The most recent development in this field has 
been the development of stabilization or mutual 
aid funds, which have in recent years been established 
in most of the provinces. The general principles 
and organization of these funds are described in 


Schedule 5 supra. 


236. Conclusion re Loss Insurance 

Accordingly NACCU sees no advantage 
to the institution of a system of deposit and 
Share insurance in Canada such as applies to savings 
banks and savings and loan companies in theaUsS<A. 
Such a system would not only add an unnecessary 
expense but would tend to undermine and destroy 
the basis of democracy and voluntary cooperation 


which are the foundation of credit unions in Canada. 


237. Reserve and Undivided Surplus 

Mri Mercure in his Suggestion for briefs 
suggested that Saneures and undivided surplus 
Should be dealt with under the heading of 
earnings and expenses. Our position is that 
having regard to the mutual nature of a credit 
union (and its similarity to a co-partnership) 
reserves and undivided surplus are a liability of 


the credit union for which it is accountable to 
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the members. The credit union per se is not 
entitled to use for its own purposes any portion 
of the common fund or its earnings except as 
authorized by the "co-partners" through the rules 
(see detailed discussion of this relationshiprin 


Schedule 4 referred to supra). 


238. There are statutory reserves required 
by the legislation in every province. Generally 
they require a specific percentage of net earnings 
each year to be set aside (before payment of 
dividends) in a guarantee fund. This fund is a 
reserve against bad debts. As indicated in all 

of this brief the loss ratio of credit unions has 
been low. Consequently these reserve funds tend 
to accumulate. Some credit unions regarding the 
Statutory percentage as an indication of a desir- 
able standard have set aside amounts exceeding the 
minimum amount required to provide a cushion of 
reserve, after allowing reasonable returns on 
Shares and for patronage rebates. Some have reserves 
against other contingencies besides losses on in- 
vestments. Some also pvt a portion of undivided 
Surplus in reserve to safeguard the ability of the 
credit union to maintain reasonable interest and 
dividend rates. An examination of the year end 
financial statements, however, is in this regard 
deceptive, because dividends on shares and patron- 
age rebates are not declared until approved by the 


annual meeting (on recommendation of the Girectors). 
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Such statements may thus show substantial sums as 
undivided surplus which shortly thereafter will 


be allotted to dividends and rebates. 


239. A careful detailed analysis of 
reserves was undertaken in the B.C. Credit Union 
Survey (see Report, Schedule 35 B.C. Credit Union 
League pages 47 to 56.) This may serve to 
illustrate to the Commission the adequacy of 
reserve positions of credit unions elsewhere in 
Canada where such a detailed analysis could not 
reasonably be undertaken for the purposes of this 


brier. 


eo, In the federal Co-operative Credit 
Associations Act (Sec. 51 subsections 4 and 5) and 
now in the B.C. act (1961 Sec. 34, a measuring rod 
of delinquency is provided, for the purpose of 
assuring that adequate reserves are provided. 
NACCU would suggest that possibly a similar 
measuring rod might be commended to the other pro- 
vincial legislatures. It is to be observed that 
in both of these acts where such a measuring rod 
is provided the necessity to keep the guarantee 
fund invested separately (a usual requirement in 


credit union acts) is not considered necessary. 


241, Recommendation re Reserves 

Guarantee reserves are not distri- 
buted to the members but are applied to losses if 
and when they occur. They tend to be used up 


only upon liquidation. NACCU favors recommendation 
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to provincial governments, that sees liquidation of 
a credit union, reserves and any remaining undivided 
Surplus should be paid over to the provincial 
Stabilization or mutual aid fund. A maximum 
dividend rate of 6 per cent (such as is now provided i 
some provinces) would prevent the dissipation of 
undivided earnings and reserves in anticipation 
of liquidation and permit a reasonable return on 
Share contribution to the common fund. This 
Should eliminate any doubt as to such reserves 
representing a profit or income of the credit 


union, 
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IX RELATIONS WITH OTHER FINANCIAL INSTITUTIONS 

242. Banks 

The briefs filed by the credit union 
leagues indicate that, except where some credit 
unions deal directly with the chartered banks or 
carry their own portfolio of investments in 
securities, they have very little relations with 
other financial institutions. The central type 
association, which generally deposits with the 
chartered banks, borrows therefrom, and carries 
out the clearing function for credit unions with 
"chequing" services, or performs some of these 
functions, do have relations with ie bank. 
These relations have been expressed by the 
credit unions to be godd; the only hesitation 
being with respect to clearing arrangements 
Which some credit unions feel could be more 
equitable. This subject, however, is dealt 


With in the brief of Cccs’. 


eH. There is evidence that in 1959, 
during the period of tight money, the policy of 
the Bank of Canada was communicated to some of 
the central type of credit unions by the 


chartered banks through curtailment of loans. 


aN Brokers t. ©. 

The central type organizations, 
including CCCS, also have relationships with 
recognized brokers. This applies also to the 


relatively small number of credit unions which 
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carry their own portfolios of investments of 
securities. Generally here the briefs express 
Satisfaction in these relations and recognize 


the specialized services performed by brokers. 


245. Rate of Growth 

Under the subject of growth of 
Credit unions, paragraphs 25 toot SUDra, +2 
full discussion is set forth as to the absolute 
and relative growth of credit unions and the 
reasons therefor. 

The rate of growth of credit unions 
in the past ten to fifteen years has been re- 
latively constant. This rate of growth has been 
determined in part by similar reasons which have 
caused all savings types of organizations to 
grow. The constancy of the rate of growth, 
however, would appear to result from the con- 
Stancy with which the credit unions heave co- 
operated through the associations which they 
have created to extend onadat union vrinciples 
and activities and the constancy with which credit 
unions have adapted themselves to the needs 


of their respective local communities. 


4. 


O6. AS previously indicated the central 
type organization is more sensitive to changing 
credit conditions in the monetary field than 

the individual credit union. The latter respond 


to different levels of employment. When employ- 


ment becomes insecure persons of modest means 
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tend to preserve their savings and to restrict 
borrowing. When confidence in employment is 

felt by these people the credit union has taught 
them to continue to save and to borrow wisely 

and on a budgetary basis. Consequently in good 
times and bad, savings by members tend to grow. 
However, a part of the growth has been a steady 
influx of new members attracted no doubt by the 
increasing recognition of the value of credit 
unions, the experience of friends and educational 
and promotional programs -- as well as the funda- 


mental factors hereinbefore analysed. 
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X EARNINGS, EXPENSES AND GUARANTEE RESERVES 


O47, Revenue and expenses generally 

NACCU considers that there is little 
which it can submit in generalized terms with 
respect to earn ngs and expenses of credit 
unions, except that the principal source of 
revenue of all credit unions arises from loans 
to“members, interest on bank accounts or deposits 
with Central type associations and dividends on 
share investments in these centrals. Those which 
have their own investment portfolios will also 
have income from such investments. A few may 
have rental incomes. On the expense side the 
general figures which will be disclosed in 
answer to Mr. Mercure's questionnaire based upon 
consolidated balance sheets will not be too 
meaningful because expenses vary considerably in 
relation to the size of credit union. In smaller 
credit unions wages may not even be a factor if 
a voluntary treasurer is employed. In some of 
the very large credit unions wages will be an 


important factor in expense. 


248, Staff 

Another influence on the expense 
side is that as credit unions attain different 
levels of growth new expense factors may become, 
pending further growth, disproportionate, e.g. 
the need to employ further staff before earnings 


entirely justify such expense or the purchase of 
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new bookkeeping equipment. 


249, Insurance 

In those credit unions with deposit 
accounts interest will be a fixed expense. 
Those without deposits will not have this item. 
Almost universally the cost of group insurance 
covering shares and/or deposits and outstanding 
loan balances will be a constant item of 
expense (about 3/4ths of one per cent of the amount 


insured, determined on the basis of monthly balances). 


250. Organization 

One other common factor of expense 
applying to all credit unions are the consequence 
of their democratic type of organization (i.e.) 
the education of members and methods of 
keeping them informed, the training of staff, 
and the holding of membership meetings. In this 
Same category will be found the expense of fees 
to provincial leagues which are applied to 
education, supervision, legislation and field 


work. 


251. Expenses generally 
The only general comments which can 
usefully be made as to expenses might be sum- 
marized as follows: 
(a) Generally expenses are maintained at 
as low a level as possible commensurate 


With efficient operation, as the credit 
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unions must keep within their statutory 
Llinigaot ee for loans and provide a 
reasonable return to members on shares and 
by way of patronage rebate. 
(b) The expenses are free of any charges 
for directors' services and the services of 
committee members (except out of pocket). 
These services, which are extensive, are 
voluntarily contributed. 
(c) The end purpose, after establishing 
sound reserves for the protection of the 
members! savings and aS a guarantee against 
bad debts, is to provide the service at 
cost and the objective is to make the cost 


as reasonable as possible. 


252. Guarantee Reserves 

The subject of guarantee reserves 
has been dealt with elsewhere in this brief. As 
shown by the provincial briefs there is unanimity 
in provincial legislation in the setting up of 
minimum reserves for this purpose. Generally 
20 per cent of earnings before dividends is required 
to be set aside until 5 per cent or 10 per cent of 
assets has been accumulated. In British Columbia 
the aggregate of such reserves is related to balance 
loans outstanding and a special measuring rod of 
delinquency (similar to that in the Co-operative 
Credit Associations Act) is applied and may 


require greater reserves to be set aside in any 


a a eg a eng ans sree em Ente eh ee Rm RT Tt LE I 


AISA 


a cal xtodt atddiw qood taum enotas. 9 

8 sbivorq bas ansol sot nea to gimfl 
bas eersda cio dxrodmom ot niutet oldsnoaset 
.otsder ‘sastotdsq 10 yaw yd 
asgredo yas to sett ots esenogxe on (6) 
‘to geotvrse ends bis aesivree 'arodoorth 102 
. (desloog to duo tqsoxs) etedmon penn nail bi 
esis ,svienstxs eis dolidw peal eeenT 

Bedeal vheis hat oa ee ae 

ontdetidstes redis .seoquug bos esxAT (09) 

edt to soltoetorg edd tol asvisast pavog 

tenisgs sstnetsug 8 as bas agnivee,' aredmom 

ts soivyrse edd ebiverg ot- ef, .addeb bsd 


teoo effd sXxsam od ak svitostdo edd. bans’ taoo 


.sldtesog as sfidsnoassyt es 


Beviseen datnarei s8ES 

aevieest estnsisuyg to bok dasac ill 
a .teind atdd at stedweels adiw dJissb nosed asd 
yviiminsay af orsdd atetad bak one rone edt yd awode 
to qu anidise sdi at notsslatzael Istonivorq alt 
yilsrsnenD .seaoquug efdd stot nee ci mumioatmn 
bettupst at ebnshivib sroted asntnrss to gneo 19g 0S 
to tdaso xsq OL del ead yoq @ L[idavy obtas dese od og 
sidmuflod dettiend aI .besdsivmyoos need as atoeas 
sonsisd ot botsisr ef eevireret dove to stsge Tags odd 
to bot sniitvesem [stoeqe s bons gatbasteduo, ansol 
avitsieco-o0D edd ai tsdd ot aslimte) yonoupntieb 
yen Sas betiqqs at (toA anottstooeeA titberd 


yns ni ebtas tsa sd ot aevisest msdsetg siiupst 


di “ae 
te 
SS a ie 
Do i 9 “ 
7 ~~ a. 
; ‘ 
: x 
: 


oS a a a 


= 


| 
} 
+ 
' 
} 
' 
} 


Nethercut &é Young 
Tercnte, Ontario een 5 


year where delinquency is considered excessive 


by that standard. 


253. Other Reserves 

Some credit unions as a precautionary 
measure keep reserves in excess of statutory 
requirements or for other contingencies, despite 
very small loss ratios, to safeguard members ' 
Shares and deposits and to assure the payment of 
reasonable dividends even in a year of unexpected 


adversity. 
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XI CREDIT UNIONS IN RELATION TO MONETARY CONTROL 
(AN ECONOMIC DISCUSSION) 
254. The capital market. 

The local credit unions, the centrals 
and the national association (CCCS) form a small, 
but unique and growing, part of the capital 
market . The major organizationsmaking up the 
capital market are called financial intermediaries, 
bank and non-bank. The non-bank intermediaries 
differ widely; some are captive (that is con- 
trolled by another type of organization), some 


are independent, some are profit oriented, some 


embody co-operative principles. 


255% In recent decades a great deal of- 
attention has been focused on financial 
institutions, and there has been an increasing 
ahdvetiesd that the financial institutions in our 
system are crucial to a proper functioning of 


the non-financial as real parts of our economy. 


256. The financial nce a pene etsne ee 

to facilitate the satisfaction of consumers' 
wants with regard to both the supply of ene 

and the demand for goods. The vast majority of 
producers and consumers are intimately associated 
with financial institutions in their day to day 


activities. 


25 (2 A properly functioning capital market 


is essential to all our aims and objectives, as 
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consumers and producers, as members of a society 
with aims and objectives, as members of an 
international community. The major social 
objectives appear to be maintaining employment 
at a reasonably full level, containing inflation, 
promoting economic growth and insuring a "fair" 
division of the comforts and necessities of 
life. The extent to which we, as individuals 
or groups or aS a nation, can achieve our ends 
depends upon the efficiency of the capital 


market. 


258. The Price System 

It.is known, and has been generally 
accepted, that the price system is a reasonably 
efficient way, albeit not a perfect way, of 
administering the scarce resources of society. 
As an administrative device the price system has 
two major advantages over other ee eee te 
systems: (a) It costs relatively little to 
operate when functioning properly because 15.15 
relatively automatic, although depending largely 
on rational behavior and individual discipline. 
(bo) It allows minorities to get what they want 
(at least to some extent) when their views do 


not coincide with those of the majority. 


259. Like any administrative system, 
particularly a relatively automatic one, the 
price system has certain disadvantages: (a) It 


can misdirect (and thus misallocate resources) 
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if it does not function properly. fo re es 


unable to allow for exceptions to the general rules. 
(c) It can be warped by unscrupulous acents 

and powerful groups.- (4) It ¢ives at best 

little consideration to justice and other social 


anc moral precenvts. 


260. Credit Unions as vart of the market. 


te Fs“our ‘content ior thatthe Credit 
union movement is (a) an essential part of the 
capital market catering to demands not adequately 
handled by the price and profit system; (b) an 
institution which aids the functioning of the 
capital market and as presently conceived, with 
local, provincial and national associations 
assists the price system to perform its es- 
sential fineteene in the capital market, (c) 
an instrument which aids us to attain the major 
objectives of our society asiset out in para- 
graph 257 above; (cd) an organization which also 
has important social and non-economic functions 
and fully merits the support evicenced in the 
following: "Our experience with these co- 
opePpative finanhetat-itnstitovions Tésas ws’to 
believe that there is a real role to be played 
by +sueh “instivutiTons “in -practiGadly “all areas 
of finance. We recommend that the Federal 
sovernment should recognize this development as 
a Significant and desirable one. We suggest 
that this commission should recommend to the 


Federal government that, by appropriate legis- 
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lation, it should encourage credit unions and 
other co-operative financial institutions." 

(The submission by the government of Saskatchewan 


to this Commission, paragraph 166, page 63.) 


261. We take it for granted that the 
automaticity of the price system is a valuable 
method of minimizing resources devoted to ad- 
ministration, and agree that it is important to 
allow these automatic forces to operate. Further, 
we accept the need for control and manipulation 
of the price system to overcome deficiencies 


in the way the price system would operate by itself. 


262. However, to the extent that the 
credit union movement, within itself, is at- 
tempting to pursue aims not widely at variance 
with the major objectives of society, and has 
intrinsic values not found in commercial profit- 
oriented operations, we contend that it would be 
a mistake to put us in with other "non-bank 
financial institutions" as is so frequently done 


both in discussions and theoretical analysis. 


268 .m1 Specifically, we are aware that there 
is a view that the monetary authorities have 
difficulty implementing monetary policies in the 
face of a large uncontrolled non-bank financial 
sector... And while the theoretical arguments are 
contradictory and, in many cases obscure being 


frequently based upon non-Canadian experience, 
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we agree that this is the proper concern of 
government at this time and hope that this Com- 
mission will be able to do much to clarify the 
position. We have no doubt that the technical 
Staff advising this Commission will give the 
problem of the relationship of monetary policy 
to financial institutions a very thorough 
Scrutiny and, in its wisdom, it will use the 
results of! this. scrutiny in its. deliberations. 
We are not going to expound a particular theory 
emphasizing or over-emphasizing particular 
relationships or aspects. We trust that the 
organization and functions of the credit union 
movement as described will allow the Commission to 
judge the validity of our contention that we 
should not be lumped together with other "non- 
bank financial" intermediaries merely for 


analytical convenience. 


264, We therefore wish only to set pie the 
way in which we now function, and hope to be allowed 
to function in the future, pointing out as we go 
along some of the reasons for our views that if there 
are minor difficulties in the way of effective mone- 
tary policy posed by our unique position these are 
not of such a magnitude as to outweigh the positive 
additions we make to the capital market, the im- 
portance of the major social objectives of our own 
policies, and in some cases, our acting in a manner 
Which is actually stabilizing economic activity 


and an aid to monetary policy. 
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265. "Lender of last resort” 
The ‘Leen credit union is most clearly 

outlined by discussing its formation and functions. 
By way of summary this might be shortly restated 
here. It arises to fill a felt need. amongst a 
group with a common bond, and has an educative 
function.from its very inception. It attempts to 
instil habits of thrift and to regularize Savings, 
and normally stands as a source of funds in an 
emergency. Significantly, the early loans from 
credit unions tend to be for provident purposes 
(emergencies, medical expenses.» consolidation.of 
debts) ;,in- other words, at the beginning,:a 

Standard small.loan operation. We see the functions 
at this, stage of the credit.union as. largely.pro- 
viding services and acting as an intermediary be- 
tween small savers anc borrowers. There is no 
doubt from the experience of the credit unions 
that typical loans are small and short term at 

the beginning stage, and so are the savings, 

either as share purchases or deposits. Even at 
this emergent stage, however, three essential 
characteristics of the credit union movement 


apoeare clearly 


266. (a) Savings to borrowers. It has been sug- 
gested that if a borrower is aware of the 
charges and is still prepared to pay high 
interest rates the operation of the price 


System suggests that this is in some sense 
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right. (This attitude is illustrated in Hood's 
Study for the Gordon Commission, page 433). 

But the credit unions ‘have always felt that 
under emergency conditions an individual has an 
almost perfectly inelastic demand curve in 
terms of interest charges. When this is true 
(as it is in the case of accidents, medical 
emergencies, threatened destruction of the 
means of livelihood, an over-powering feeling 
of hopelessness in the face of financial 
obligations) the desperation of the individual 
requires that some concept of justice come to 
the fore. “Tt ts Goo much to expect, nor is i1¢ 
elear that it is desirable, for profit oriented 
commercial institutions to consider justice in 
their price policies. Also, for many individual 
in this state of mind, the suppliers are few in 
number and in a istronge position .to exploit the 
unhappy state of the individual borrower. Many 
cases can be cited from the experience of 
credit unions where the local union was in the 
position of a "lender of last resort" without 
charging the going market price for the loan. 
Significantly, the risk to the credit union 
because of the common bond is less than the risk 
to a small loan company. Because the credit 
union stands as a lender in emergencies, the 
existence of the credit union eliminates some 
of the precautionary reasons on the part of 


individual members for holding idle balances. 
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voic This any turn’allows: the. mobilization. and 
activation of savings for productive purposes. 
In a more general sense the credit union at 
this time also provides competition in what 
is likely to be a non-competitive market 


situations 


267. Knowledge 
(b) As the credit union expands and 
Strengthens and depending on the nature of the 
common bond, the pooling of precautionary 
balances allows additional types of loans. 
These can be interest saving for members 
(consumer loans, loans for the consolidation 
of debt, etc.) in which the credit union acts 
to save individuals from their own inability 
to calculate costs, or directly productive 
loans (home improvement loans, farm equipment 
loans, working capital loans for oe oe ane 
farmers, appliance and tool loans, holiday 
loans, ete.) + Wie. these types.,-of: loans..are 
made through the crecit union, borrowers: are mad 
aware of the costs of funds... In. other words, 
the charges. for credit are not always known 
when other institutions are involved. There 
is not. perfect knowledge in the market for 
small loans, and thus the price system cannot 
function properly. Borrowers are brought into 
relationship with the price of funds when they 


use the credit union, something that does not 


bos sotdsstitdom odd awolls anud nk, ate. 


_s9e0giua avidouborg tol euatvee to. notdsvidos 
ds motnu tideto end sanca, Letenss, stom, s al 
dsdw at motditveqmos asbivorg, coals omid atdd 

voxism svitidsaqmoo-non s.ed ot ylowtl at 


.soltisutte 


eshelwonn .Yds 


bas ebasaxs sotay gibero edd eA | (d) 

edt to sxussm end no antbasqed bos enedtansite 
yrsnottusosrgq ‘to snatioog ont [BaoG ‘fonane 
.ansol to aesqys Isnotitbbs awolls Banal ea 
arsdmem tot sunivee tsesrstat ed aso seenT 
sotisbtloenoo edt sot ansol .ensol temvenoo) 
atos notnu ttbero end dotdw at (.od3e .ddeb ‘to 
ysgifidsnat awo atsdd mort alsubivibat svse od 
9vidouborg yldooerth %O .8taod stefuolso o¢ 
Snemqtups mrs? .ansol gnemevorqmt emond) ensol 
ons asmisdeil rol ensol Issiqss aninvow .ensol 
ysoifod .ansol [ood boas sonstiqqs .etemrset 


Ps vo tone f poe X 
eis ansol ‘io asgys saedd feiiW .(.9d9 .ansol 


beam sis arsworrod .anoinu dgibero sdd davordd sbsm 


<s6%0w awsddo nI .abnaul to. ataoo sdv to srsws) 


awonx ayswis Jon eis tibet 101 esatsdo snd 
s1sdT .beviovnt sis anotiusgttant zedto asdw 
101 Sowrsm sit at sabelwonsd tostreq ton at 
Jonnso meteye sotigq sdt aunt bas .ensol fLeme 
ognt ddguord sis atoworr0d vlreqorg nofsonut 
yoents medw eboul To ssing st Atiw otdanotdsiex 


tom as06 ¢edt antdtemoe .noinu dkhero ont sau 


Nethercut & Young fayerao 


Terente, Ontaric 
necessarily’ follow°if ‘they use some of the 
shesimaerts sources of funds in the market. It 
bears repeating that a price system does not 
funetion oroperly if there is an absence of 
knowledge. Also, the internal administration 
of the credit union (local committees and local 
boarcs of directors) educates a group of 
ordinary.,savers and borrowers in the fteld of 
leneing anc borrowing; these people must learn 
about interest rates, alternative sources of 
funds, alternative rates of return -- in other 
words, all those things which are necessary if 


the price system is to’ fuvict fon. 


268). Mobility 

(c) For some time the sole function of the 
eredit ‘union is’ to look after the short term 
needs of members. but as the saving habit 
Gevelovs, as regular budgeting grows, as the 
pooling of resources for self help eliminates 
the more voressing needs, funds begin to be 
Girected according to the productivity of 
investments as indicated by rates of return. 
At this stage an element of sophistication 
enters into the practice of the institution 


in selecting outlets for funds. 


269. However, it is admitted; that there is 
no great mobility of funds outside the member- 
Ship to accord with market forces. The lack of a 


full-fledged profit motive, the fact that 
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the people who save are unsophisticated and 
their sovanee small (the credit union is in many 
cases the sole means of saving), the practice 
of looking after the members' needs first, -- 
these are reasons for feeling that there will 
be aberrations from a profit oriented fully 
functioning price system. The market for loans 
is highly local-and) insulated. there is. little 
knowledge on the part of the savers of the wider 
market, nor is there any attempt to put the 
funds to their most productive uses (as shown 
by the rates of return) outside the membership. 


But our contention is threefold: 


e7R (i) The volume of saving is greater than 
it otherwise would be, and therefore any 
small amount of misallocation of funds 
according to some ideal price theory is at 
least partially offset by a greater amount 


of savings available and used. 


QTE (ety) An essential service is performed by 
bringing borrowers who are in need of funds 
into relationship with suppliers of funds 
who otherwise might not be suppliers or who 
might not otherwise be in communication 
with the market at all. (We feel this 

information aspect of the credit union is 


very important). 


212% (a) An institution, the credit union, ha 


been created which, not being profit oriented 
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and being based on self help and common 
interests, imbroduees at one time a non- 
charitable organization for giving assistance, 
an educational and social organization which 
because it increases the cohesion of the group, 
reduces risks attached to loans (a form of 
internal economy) and which has as a ‘purpose 
the mobilization of all inactive or available 
funds surplus to the needs of some individuals 
to assist other individuals and to increase the 
productive capacity of the area or region 
within which the common bond operates (thus 


creating further economies). 


2e(3. Related to the Market 

As the credit union grows the deviations 
from some theoretical optimum as a result of the 
lack of mobility of funds could conceivably be more 
serious. But the further development of the credit 
union begins to lead to an increase in the mobility 
of funds and an integration with other institutions 


in the market. These things take the following forms: 


274. (a) Borrowing from the chartered banking 
system, thus withdrawing funds from the 
organized capital market via the bank. In 
this case the desirability of the activities 
of the credit union vis-a-vis the organized 
capital market must be considered by the 
bank. If the credit union cannot pay a suf- 


ficient price, the funds will be used elSewhere. 
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275. (b) The expansion of the type of loans, 
e.g. longer maturity loans, loans in many 
cases not closely related to immediate con- 


Sumption etc. 


276. (c) The development of a seasonal surplus 


for investment in liquid assets. 


2 hit. So far we have neglected liquid 
reserves. Essentially ie liquid reserve. require- 
ments (or practices) give rise to an integration 
with the capital market at an earlier stage. It 
has been shown in evidence that credit unions hold 
large liquid balances in the form of deposits and 
government securities. In some cases these re- 
serves are laid down by statute to protect share- 
holders and depositors but in any event the credit 
unions would hold reserves. (This is similar to 
the banks: "Banks would hold liquidity reserves 
even without legal compulsion," Alhadeff, D.A., "Credi 
Controls and Financial Intermediaries", American 
Economic Review, page 655). In most cases, 
liquidity reserves do earn a return, and at the 
margin it is possible that some consideration of 
whether to use deposits for additional reserves, 
say in the form of government bonds, or for further 
loans to members, is not independent of the com- 
parable rates of return. In other words, con- 
sciously or unconsciously price considerations on 
alternatives may become effective at the margin in 


rationing loans to members. 
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73. The development of surplus funds and 
the ‘high SOND HY OH of Liaviie reserves gave rise 
to a further development of the credit union move- 
ment, namely, central credit unions. These were 
organized to carry the credit union principles to 
a higher level -- a union of unions as it were. 
However, in the formation of centrals the local credit 
unions did not give up their autonomy. It appears 
necessary to discuss one particular aspect of the 
organization of centrals which bears upon the uses 


of funds according to relative prices. 


29. It was contendec above that the large 
liquidity reserves tend to reduce the extent to 
whichulocal credit: unions ‘are insulated: from: thes in- 
pact of price changes in organized capital market. 


It may be of interest to expand on this subject. 


280. Consider a credit union with surplus funds 
from deposits or shares. How will it use these funds? 
If the demands for loans of existing types are satisés | 
fied, the credit union has the alternatives of 
lencing outsice its membership by buying bonds, etc., 
or of trying to expand loans to its own members. In 
many cases through more intensive study of members' 
needs, a latent demand for loans can be uncovered, 
but if this is not’ possible there’are some reasons 

to believe that for some time such surplus funds may 
go into bonds. First, the democratic rights of 
members likely means that there will be a large in- 


crease in demancs if any new type of loan is 
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introduced. If the surplus funds are seasonal, or 
for any reason nensioer mahienvie the credit union woulé 
not be able to sustain a general change in its 
lending policy, and would be forced to ration very 
CGrastically any new type of loan introduced. The 
social relationships in the credit union make it 
cifficult, except with exceptional management, to 
introduce and cut off new types of loans or to be 
extremely selective in making loans. We may there- 
fore conclude that in times of surplus funds. at 
least in the short run, these are likely to go into 
outside holdings (through centrals, the banking 
system or into government bonds). Second, the 

level of interest rates on government bonds may 
affect the substitution of loans to members for 
bonds. Thus we would not expect these temporary 
holdings of boncs to be immediately shifted to loans 
to members when the interest rate on bonds is high 
(for example, during a period of tight money) but 
would expect borrowers to be more actively courted 
when the interest rate on bonds is low (for example, 
curing a period of easy money). Thus the lending 
practices are likely to respond in any appropriate 
fashion to monetary policy as reflected in interest 
rates. We do not, however, suggest that this sub- 
stitution effect is likely to be more than minor, 
and is more likely to be an unconscious result 
rather than a deliberate policy. Further, the market 
value of liquidity reserves is certain to be affected 
by monetary policies which are reflected in changed 


interest rates. Because loans and the market value 
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Terente, Ontario 
of liquidity reserves tend to have a normal or 
statutory pan detoeshye! loans respond to monetary 
policy in an aporopriate fashion. This effect is 
also likely to be minor in the case of individual 
credit unions because of the short term nature of 
liquidity. holdings i. Butiboth.-of these effects 
mean that lending. by, credit unions at the: margin 


responds in the appropriate way to monetary policy. 


2814 In times of excess demand for loans 

from the credit unions, the rate of return on bonds 
and on the liquidity reserve may be below what the 
funds would earn in their alternative uses within 
the membership, but the need for liquidity prevents 
the funds being used in their most productive uses 
as shown by the rates which borrowers are willing 


GO pays 


282. Under these circumstances the credit 
unions have been anxious to put their regular liquidit 
reserves as well as any seasonal surplus or non- 
recurring increase in funds available to the best 

use. The unsophisticated nature of credit union 
management and the statutory limitations make it 
aifficult when maintaining liquidity to make the 

best use of these funds as shown by the rates of 


return. 


283. The centrals are important in this 
respect. They ensure liquidity by pooling the liquid 


balances and bring the excess funds thus made avail- 
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able into relationship with borrowers who are pre- 
parec to.pay heeee rates of return (presumably be- 
cause the productivity of the funds will be higher) 


then the individual credit, union can get on bonds 


or chartered bank deposits. 


e234, The additional liquidity provided by 
pooling individual reserves need no elaboration. 
Suffice it to say that the amount of funds that must 
be tied up to ensure liquidity can be sharply reduced 
and the proportion of the holdings which can be put 
to productive uses (including meeting more pressing 
needs) is much greater with a corresponding increase 


in the general productivity of the funds. 


205. The common bond and the democratic control 
of the centrals by the local credit unions again 
reduces the risk to the lender, and the risk of 
lending to a,.credit,.union.is .less,.for,the central 


than for ouvsiders, 


286. The centrals thus funnel seasonal surplus 
‘funds and unused portions of its liquid reserves 
from one credit union to another, from one co-operativ 


group to another while protecting the liquidity of all. 


ORT. The response of centrals 

The centrals, however, are much more 
responsive to activities in the organized capital 
market than the credit unions. . Some of the reasons 
have been outlined in the brief of the British 


Columbia central at paragraph 27: 
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"Central's rates of interest are more sensi- 
GLVE GO anaeks in the bank rate and the 
market rate on short term government securities 
than are the rates of its member credit 
unions. There are several reasons for this 
which might be mentioned: 
(a) Deposit of liquidity reserves in 
central is voluntary. Consequently, at 
any time its member credit unions may 
elect to invest surplus funds or liquidity 
reserves in treasury notes or government 
bonds (security guaranteed) or, alternative 
ly to deposit them in the bank; 
(b) credit unions for the same reason 
are free to borrow from the bank and they 
may do so if Central's prime loaning 
rate is too far out of line with the 
equivalent rates of the bank; 
(c) central, because of its required 
liquidity reserves (by statute) and its 
responsibility to maintain the liquid 
position of (crecit, unions. inthe pro- 
vince (by virtue of its right to be a 
depository for the liquidity reserves), 
is bound to keep its loans. and invest— 
ments on a short term basis. Although 
it is a non-profit organization -- it must 
meet its operating expenses and pay 
reasonably current rates on its 


deposit moneys and dividends on its 


share canital. These it must therefore 
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‘i obtain from a narrow margin between 
Ere bank borrowing rates and its 
own lending rates and between current 
interest rates on short term investments 


and the rate it pays for members' money." 


e388. But there are additional reasons for 

the» responsiveness of *centrat’to activities in 

the organized capital market: 
(a) Information. The central is a clearing 
house for sources of and needs for funds: 
It thus brings borrowers and lenders together 
and increases the mobility of funds and increases 
knowledge of opportunities. 
(b) Membership. The numbers, groups and areas 
ore “rarer. ata, whereas it is a timeworn 
erforc Pem-or the’ credit umrons that they restrict 
the use of funds to those with a common bond, 
the common bond of the central is almost ubiqui- 
vous”, © ln ‘other words’, the restriction on the 
flow of funds is greatly reduced by a multiplicit 
of common bonds brought together to form another 
bond in the central. 
(c) The possible immobility resulting from 
the co-operative tie within the central vVis-a- 
vis the organized capital market is reduced 
by the local autonomy of the credit union. 
fhe Tecal*credit “union can always put seasonal 
Surplus funds and liquidity reserves into 


bonds, its deposits in central are voluntary, 


a” g =F 
2k 3 olay 


ws 


ee 


freswded - atarsm wOoLtsn 6 abd aanaderoo fe 


wii 

= | 
ign 

GE ahs 


avs hie: eater : contwourod | dited: {HHSTIYO “Gy 79 
jnertus noswied bie eetsi satbasl mwo 
atnomtesvat mod drode mo, @oust jeototdar 


" venom 'etredmem vol eysq ti stsy eddy bas 


ina eanoasst Isnordtpbs ers stedd Ja 


o 
’ a 


.88S 


wi eetjivigos og C icdiias 40 geenevienogesr ont 


deren rier Isttqso HDesinsgrto oft 


gnttsels s et Istdneo OAT ssokdemrotnl (8) 
,abavt tol 2595nm bis ‘to 290TU08 rol savon 
tenvegot erebnol ons atroworrod epniid aud? JL 
ET bos ebaut to yvitiltdom oft eoassront bNs 
,eatdinudgrodago to sshelwon 

esors HAs aquorys .eredmun atT .qtdersdmsM (d) 
we ascowemitd s ef tr asorodw bs ,oersl Sis 
eh sotudess yods gant enotau tibeto edad ‘to makorsino 
.baod dasindons s ddiw eeodt o¢ ebnut to say ond 

| ~tupidu geomis at Ie1tneo edt ‘to bnod mommoo edd 


att co riottoindest odd .abrow asddo al .avod 


drotiqttium 5 yd boouber yitserg at abaut to wolt 


renjons myol ot tectesod tdguord abnod sommoo ‘to 
"“oheaeae edt ot bod 

-s-eiv Istitneo odd atridiw eft svidsisqo-09 ond 
heouber at dgoodtsm Isdtaso sisi mass ody atv 
.fotnu ttbero ocd Yo ymonodus Isool sci yd 
Lenoasse tuq evswis oso noimy Itbexo Ls00! oniT 
otnt sesvis8st Lh stowed bas about eulquse 


hs ital ai sic fetdae9 nit 23 teoges ati .2bnod 


ue, 2 sent. 32 ee £ettece ovede 


5 
1} 


morl ositdfusor ¢ttltdommi oefdiaaoq siT (tpi 


Nethercut & Young Peotone 


Terente, Ontario 


The centrals thus have to set rates competitive 
WE Lit “Glre organized capital market in both 


their lending and borrowing policies. 


239. Professor Hood (in Financing Economic 
Activity in Canada, pages 29-31) has set out.factors 
which enhance the effectiveness of the price system 
in the capital market. He distinguishes a number 

of major conditions foreffictiency three of which 
are (a) Liquidity: this is largely a matter of 
information and the ability of those with illiquid 
assets to borrow against them. The centrals improve 
the operation of the credit unions on both counts. 
(b) The willingness to shift funds in response to 
orice changes. Within the credit union movement 

the lack of mobility has been a serious criticism. 
It has been argued that the market directs where the 
funds should go and the members shall only obtain 
the use of the funds if they are prepared to hides 
the market price. The centrals go a long way to- 
wards eliminating this cause of criticism without 
infringing on the basic philosophy of the credit 
union that the members should help each other. The 
autonomy of the local credit union protects the 
basic creed of helping each other, the centrals 
stimulate the shifting of any funds surplus to 
these credit unions. (c) Absence of barriers: the 
centrals help to break down compartmentalization of 
the flow of funds; bring their prices into 


relationship with a number of other prices and, 
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through pooling required liquidity reserves, eliminate 
some of the barriers imposed by legal requirements 
Eo maintain. Jiguidisy..,Purgner, the. types of loans 
granted are frequently those which are not acequately 


catered to by other institutions, and the market 


is thereby rendered more perfect. 


290. . Comments. on Contractual Savings 

One of the imperfections in the way of 
a smoothly functioning capital market, according to 
recent studies,. is the growing importance of con- 
Greaculal savings., These contractual Savings are 
not infrequently in the form of package deals which 
freeze for the individual the allocationoof savings, 
ana further, are of such complexity that many 
individuals are unaware of the rates of return, the 
amount saved, and so forth. Also; many individuals 
of low and moderate incomes consider only a limited 
range of assets. We feel that the local credit union 
does much to overcome these imperfections. AS a 
saying. i patituclon.ail, returns are, ref lected in 
members! cCividends, interest rates and patronage 
dividencs.. From the. pool of savings a wider range 
of investment opportunities are opened up than for 
any of the individual savers working on his own. 
The nature of control (through committees of members, 
boarcs of cirectors and educational committees) does 
allow individual savers to learn about rates of 
return anc the uses to which savings are put. The 
Gevelopment of centrals has aided the process of 


asset selection. We feel that the way in which the 
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credit union movement operates removes some of the 
weaknesses’ of bie capital market as sketched by 
Hood:in his study for the Gordon Commission (page 
433-4) and that the further cevelopment of the move- 


ment will increase the efficiency of the capital 


market. 


291. Local bond issues 

The pooling. of resources in credit 
unLOnSs and SRE Tn and the resulting increase in 
the abilities of these organizations to buy less 
liquid issues in itself increases the liquidity 
of many of these issues. Of particular importance 
heye. iso che. toca knowledge found in. the credit 
unions. An examination of the portfolio’ of the 
British Columbia central (schedule 17 of their 
brief of this Commission) will indicate the number 
of local or not widely traced issues that are 
handled. The association of central with locals, 
the: common bond of locals and the Gemocratic 
controls characterizing the organizations give rise 
to’ knowlecge about local issues (particularly school- 
poard issues, church issues, junior government 
issues anc small cooperative undertakings) which re- 
cuce risks and make for an expanded market for these 
not easily marketec issues. In view of the comments 
by Hood in his study (pages 436-37) we think these 
Cevelopments are particularly imoortant when it is 
remembered that the minimum size of many issues 
outs them beyond the ownership of many individual 


Savers. The flexibility of savings in credit 
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unions ‘(by a deposit of any amount anc. shares of 
small individual price) allows many small savers 
to-take-a,'piece'" of a-local issue, when .the 
minimum size would otherwise put the issue beyond 
the means of many of the individual savers. Centrals, 
by pooling risks and thus eliminating many of them, 
increase the market for many issues just as the 
local credit union, by pooling risks, allows local 
citizens to buy local issues they would not other- 
wise be prepared to buy. The more integrated and 


embracive the credit union movement is the more 


important are these considerations. 


292. Complémentary to profit oriented businesses 


It is generally admitted that the capital 
market as presently organized does not cater ina 
satisfactory way to the needs of financing certain 
eroups of activities. In many cases the sovernment 
has stepped in to guarantee or otherwise E6180 -Ln 
financing, in other cases the government has been 
asked to do something to improve the situation. 

The former Governor of the Bank of Canada has 

exhorted the banking system to look after certain 

needs. "The first call on the resources of the 

national branch banking system must, I think, be 

to fill the credit worthy needs for banking accommodation 
of small businesses, institutions, farmers and 
individuals -- including a reasonable level of loans 

for housing -- in all the various localities across 
Canada"; (Annual Report, 1957, p. 21). He had also 


suggested that "in rationing loans in the face of 
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excesSive total demand they should limit the rationing 
process to the field of large loans". It is of some 
Significance that types of loans of special govern- 
ment concern have not been restricted in periods of 
tight money. It is well to remind people that many 
of these types of loans (e.g. loans to farmers and 
fishermen) have long been important areas of credit 
union activities and that another group (loans for 
purchase and improvement of homes) has been an in- 
creasing part of credit union loans. Further, one 
group of borrowers for home purchase and improve- 
ment, rural people and people in small towns, are 
Frequently left out by the organized capital 
market except for credit unions and government 
guaranteed operations. We think it is naive, if 
not actually wrong, to expect profit oriented 
institutions(such as the banking system) to 
ration its supply of funds by some other considera- 
tion its supply of funds by some other considera- 
tion than effective rates of return. Undoubtedly 
the first call on the resources of the banking 
System if the management is to look after the 
interests of depositors and shareholders is for 
loans with the highest rate of return (taking into 
account future buSiness). It appears to us that 
the Governor of the Bank of Canada was suggesting 
that a profit oriented organization should not 
orient itself towards profit. Whatever the rationale 
of this suggestion, we do not believe that it accords 


with the doctrine of the optimum use of funds in 
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profit oriented, freely functioning price directed 
capital market. .We would like to point out’ that 
those activities which the Governor of the Bank of 
Canaca®’sugzests should not°“be rationed in a period 
of tight money are the activities which we attempt 


to finance to the extent of our ability. 


293. We would like to point out too that many 
activities which the Government has found it 
necessary to assist by guarantees and special loans 
were financec for many years by the credit union 
movement without government guarantees. The credit 
union movement was able to give considerable help 

to these activities precisely because it was a credit 
union movement -- a movement with a philosophy of 


self help and mutual aic. 


aga’ There is another facet of the credit: union 
movement which is worth commenting on, "By its 
nature monetary ovolicy must be directed towards the 
eoncition of the economy as a whole. Discussion of 
the position of certain economie regions has given 
rise to the suggestion that monetary policy should 
not be the same throughout the country but should 
be modified in some way to the advantage of those 
recions which were not showing the same cegree of 
economic growth as others. It is not possible for 
monetary oolicy to overate cifferentially under 

our oresent statutes and banking arrangements, and 
a major change would be necessary before it could 


ao so ....Some kind of control would have to 
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be established to compel funds to be invested in, 
and to be transferred to, and to prevent funds from 
moving freely out of, a region where interest rates 
were being held down (as has been advocated) as 
compared with other regions where interest rates 
were permitted to rise under the influence of 
demand" (Annual Report of the Governor of the Bank 
of Canada, 1957, pages 19-20). Mr. Coyne went on 
to say that this would involve major interference 
with the freedom of decision of banks and investors. 
In this connection we would like to point out that 
credit unions have been criticized for doing just 
what is here suggested as desirable (but impossible) 
by the decision of the investors. ~“The*critvicism 
that credit unions do not direct funds according 
to rates of interest ruling in the market but look 
after the needs of members first is just the sort 
of free decision by investors which permits funds 
from leaving a depressed area. We would like to 
think that aspect of credit union practice would 
have relevance for monetary policy should it be 
necessary to restrict credit in the future. We 
can pio tes. the Commission that should the monetary 
authorities wish to experiment with differential 
credit restrictions by utilizing the immobility 
of funds in local credit unions in chronically 
depressed regions, we would welcome such a policy 
and cooperate in every way. 
295. It thus appears that credit unions are an 


extremely valuable complement to the profit oriented 
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institutions in the capital market. We would be 
happy to expand these activities provided that the 
liquidity of credit unions can be protected. The 
protection of credit union liquidity provided by 

the centrals and CCCS becomes extremely important to 


our continued growth in these areas. 


296. Increased Savings 

The former Governor of the Bank of 
Canada has argued with some force that increased 
Savings would be desirable in Canada. (See his 
Annual Report for 1957, page 11). We woula again 
urge that the activities of the credit unions 
Stimulate savings of those very groups which are 
usually not considered affected by interest changes. 
The supply of savings of people of moderate means 
is not likely to be responsive to higher interest 
rates nor, do we feel, are they likely to inerease 
as a result of national exhortation. In the region 
of the "common bond" and philosophy we feel that 
our educational activities and democratic practices 
(and the innovations we have introduced with respect 
to policies and practices) are the best method of 


Stimulating savings. 


P2Ors There appears to be a view that each 
additional financial institution created increases 
liquidity. It would seem reasonable also to infer 
from this statement that the growth of any financial 


institution is likely to increase liquidity. And, 
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Since it is believed that alterations in liquidity 
are important = the success of monetary policy, 
it has been urged that tighter control of these 
financial institutions is necessary. "Put somewhat 
differently, the notion is that the proliferation 
and growth of financial intermediaries increase the 
demands for bonds, which makes money more available 
and stimulates spending for current output even 
though the banking system is tightly controlled." 
(J. G. Gurley, "The Radcliffe Report and Evidence," 
American Economic Review, page 672, et seq.) We 
believe that this matter is important enough to 
merit serious study and would like to make a few 
comments about the development of financial institu- 


tions in the capital market. 


298. Open Market Operations 

It goes without saying that the success 
of open market operations (apparently the major 
instrument of monetary control in Canada) depends 
upon the efficient working of the capital market. 
But there are two aspects; the development of the 
capital mar'zct and changes in the quantity of money, 
which should be kept separate. First, the capital 
market is a highly dynamic organism, growing and 
developing. Each new institution, each practice 
Which increases operating efficiency, allows the 
Pipapainc of additional activities. Idle balances 
can be put to work directly, or the trade in 


financial assets may allow less liquid claims to 
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perform the function of more liquid claims.and 
reshuff ling of claims through the system could 
reheasneridLe cashbbalances,fer \usew kb) )is in this 
sense that the perfection of the capital market 
and the development of new types of issues and 
institutions allows a greater volume of transactions 
to be financed on the same money base. "Near money" 
is brought into being to substitute for money and 
a whole range of more or less liquid assets are 
ereated to.facilitate transactions. .In other words, 
independently of changes in the quantity of money, 
anyadditional volume of transactions can be financed 
as the capital market expands, develops and becomes 
more efficient in using the scarce factor of perfect 
liquidity and parity (money). We think these 
developments in the capital martet are desirable 
even though they may pose certain problems for 
monetary policy in the short run. For the sake of 
this discussion we would like to call a system in 
whicheasset shifting and. ereating of this sorGewill 
take place one that is characterized by "excess 
liquidity’« In: other words, we would like to focus 
attention on the fact that it takes time for the 
capital market to approach the point where all the 
shifting of assets and liabilities, all the in- 
stitutions which ease this shifting, all the inter- 
connections of this system, are fully worked out. 
Structural changes and innovations in the capital 
market lead to a whole series of transactions as 


the market adjusts to the new situation. (This is 
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Terente, Ontario 
analogous to-the time required for a banking 
system to become fully loaned up after having an 
increase in its cash reserves.) Secondly, in the 
operations of the capital market, the scarce 
resource (money) is itself subject to change. 
Many of the developments which follow the growth, 
integration and structural shifts of the capital 
market are similar to the developments which would 
follow a change in the quantity of money itself 
because the increased efficiency of the capital 
market allows the same amount of money to go 


further, 


299. We think it important to keep these 

two aspects of the capital market separate. Just 
as changing the reserve requirements of a banking 
System with excess reserves is not likely to be 
completely effective, so attempting to control the 
volume of transactions in a system with what we 
have called "excess liquidity" is not likely to be 
easy. We would argue that our traditional methods 
of monetary control are not likely to work with 
maximum effectiveness unless the "excess liquidity" 
is removed from the system. It is most important 
in our view that the capital market be allowed to 
develop towards its limits so that the traditional 
methods of monetary control will work smoothly and 
quieklv. “A Fuld development means, that it will be 
easier to control the level of output and the 
volume of transactions because the capital market 


is functioning efficiently. 
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300, We uncerstand the, findings..of. the 
Radcliffe Committee to mean that, in a period where 
new institutions and securities have been developing, 
control of the supply of money has not been 
extremely effective. (This impression of the findings 
of the Radcliffe Committee is similar to the argu- 
nents» in» the; following :,;,Gurley,.J.G.5 “The. Radcliffe 


Report and Evidence," 


American. Economic, Review, 
Neufeld, E.P., "Implications of the Radcliffe Report 
for Canada" Cw 2 «BwSy + August, 2960... Kareken,,.J., 
"Some Observations of the Radcliffe Report", 

Journal of Finance, December, 1960.) And we think 
that the justification for attacking "the liquidity 
of the whole system" by fiscal policy is the result 
of the noted inability of monetary policy by itself 
to control the level of activities. Further, be- 
cause government bonds are so closely related to the 
question of liquidity, we think that the Radcliffe 
Committee's conclusions about public debt management 
as the key note of monetary policy is well taken. 

We would urge that in the Commission's deliberations 
it consider this aspect of the capital market so 
that the growth and development considered so 
important for sustaining employment and stimulating 
economic growth is not sacrificed in the interest of 
easier monetary management. In emergencies, the 
scovernment has sufficient direct controls to ward 

3 off disaster, and we would consider it highly. un- 
desirable to introduce barriers to the further develop 


ment and improvement of the capital market in the 
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interests of expediency in monetary management. We 
would at this time also emphasize the tremendous 
amount of liquidity in the hands of the public, 
independent of changes in the rate of interest, as 
represented by the nearly four billion dollars 
worth of Canada savings bonds. We feel that this 
large amount of bonds whose price and rates of 
return are independent of monetary policy must 
cause difficulties for investment Gedlers and 
others who have a duty to their clients. Surely 
it would be undesirable to have large amounts of 
these bonds sold back in times of tight money. 

But it would seem to be the duty and obligation 

of many in our society to advise their clients 

to convert from Canada Savings bonds to other 
securities. Surely Canada Savings bonds pur- 

chased at the end of 1957 and considered slightly 
Superior to industrial bonds at that time (when 

the yield on industrials was just over 5 per cent ) 
became undesirable as an investment at the end of 1959 
when the yield on industrials exceeded 6 per Cent. We 
like to express our view that Canada Savings Bonds are 
great threat to monetary policy, particularly since 

it is the duty of knowledgeable people (investment 
dealers, bank managers, etc.) to advise holders of 
Canada Savings Bonds to convert to other securities 
during periods of tight money and high interest 

rates, thus thwarting government policy. We Suggest 
the Canada Savings Bonds program be reconsidered to 


eliminate its possible undesirable features. We 


ould 
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would also express our view that one important 
reason for what we have called "excess liquidity" 
at the present time is the apparent policy of the 
Bank of Canada to develop a short term money market 
in Canada, although we believe that this improvement 
in the functioning of the capital market is highly 


cesirable. 


301. Once the "excess liquidity” has been 
squeezed out of the system (either through fiscal 
ooliey or the growth of the capital market towards 

its limits) traditional types of monetary management 
come +Pnt oc chetr- owns “Our argument,2in brteroois 

that we shoule speec uv the development of the 
capital-market so that the monetary policy can work. 

A barrier placed in the way of development of the 
eadital market (e.g. restrictive controls of financial 
institutions) admittedly an alternative to traditional 
monetary policy, is likely to result in inefficiency 
in the eapital ‘market:and is likely to stimulate 

the develooment of less desirable institutions to 


ecireumvent the controls. 


We would, however, like to suggest that 
one class of financial institutions merit special 
consideration. These are captive financial institu- 
tions, which are associated with non-financial 
organizations. These institutions may pursue perverse 
lending policies and may aid and abet monopolistic 


practices in the non-financial sectors. (See, Paul 
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H. Banner, “Competition, Credit Policies, and the 
Cand ive Pinence! GComesmyr eh Oye. wVOl sa Fee Dn e415 
et seq.). By the same token, we feel the competition 
in the capital market is important and desirable, and 
would dislike seeing restrictions on the formation and 


organization of new institutions. 


303. The post-war period special 


In particular, we feel that the post-war 
period in Canada has been a very special case, and 
it is not safe to generalize about the future from 
this short period. (In the study for the Gordon Com- 
mission, Financing Beonomic Activity -n Uanada; Dp.) 195 
Hood argued that the experience of 1956 and 1957 
was a poor guide to the future effectiveness of 
monetary policy: "The period we have just passed 
through was rather special" because of new types of 
markets: and securities and new habits developed by 
consumers. Hood also felt that when these ead bia 
were fully worked out, and the conditions have 
settled down, the system would become more responsive 
to monetary policy). We trust that the recent 
experience will not be given undue. weight in your 


recommendations. 


304. Another aspect of the erédit union move- 

ment should be mentioned, Many theorists argue that 
interest rate changes in connection with monetary polidy 
to restrain or stimulate the volume of transactions 

set up.a.velocity.effect that partially counter- 


balances the effects of changing the money supply. 


v's 
er 


7» my sivata®) oo 
i er \ 20 Se ine 
“+ edt bois .eefotiod dibe19 otdideqnod" .rsagsd@ oH OIE 


fhS .q .SY .foV ..3.0.9 ,."yasqmod sonsntt ovidgsd 
nottisveqmoo eft Lost ew .aowdot omsa odd va... (.pea ts 
bois .,eldartesd bas tasdroqmt et goltem Istiqso sdAd at 

| bas cotdemro% eit mo anottotiteaot, antesa, extlatbh, blvow 


-anotdydident- wen to nottestosgaro 


Isioega bolieg srsw-saog esdT .f€0E 


rsw-Jaoq edd tsdt [eet ow ,1relvotdraqg. al 
bas .9aso I[sfoogqa yisv 8s need asn sdsens0 nt. botreg 
mort sxvtul edd dveds esilsienes ot sisa Jon et, dt 
“MoD mobroD end tot ybudsea odd mL) .botxeq daoda atdé 
(ECL .q .sbsried at yitvisoA otmonood gatonsald. .aoteatm 
Yeel bons déef To sometreqxe eAd tsdd beusis booH 
tam to aagensvidoettie eryiul) odd ot ebtus so0g s asw 
beeasgq teu, eved ow bokteq oAT". :yotflog yxsdenom 
to asqyud wen to seusosd "LIstoeqe reorder esw davordd 
yd begolevseb atvidsd wen bans egettinuose bas etontem 
esgnsio secdd nodw tsat Jiet coals booH . atemuenoo 
evse enoltibaoo odd bas. .duo beNntow vilut erew 
ovianogqasr siom smoosd blyuow moetave ont .awob bolidoe 
Jnsosy ond gadt seunt ow .(votloq yvastenom og 
Woy ak tdstew sybnu novin od «ton [fiw sonotireqxs 


.enotisbhbnsmmoosy 


Jedd overs atvaivosdd yasM .benotdaem od bluoda Jaom 
ffoq yvistonom ddiw notsosnnoos at esennsdo ots taorotat 


anotsosensrd to smufov ort stsiumide to atesseor of 


-“rodnuoo ylisitusq dsdt sostis. yttoolev., s.qu.dtee 


-¥lqque yonom oft antensdo.to etoslio ert, asonsisd 


-ovom coiny viboro od lo Josqes teddonA HOE 
VW 


A.2h9 
Nethercut &é Young 


Torente, Ontario 


The effect of increased interest rates is to make 
idle balances expensive to hold and to stimulate 
a reduction in the size of balances and 
a “corresponding “increase in velocity: “A fall “in the 
interest rate reduces velocity because the cost of 
holding idle balances falls. We do not presume to 
know how important this factor is in offsetting 
monetary policies. However, we feel that the lack 
of sensitivity of credit union members to interest 
rate changes and rate differentials and the small 
balances held by individuals tend to eliminate these 
counterbalancing forces. In other words, we do not 
feel that velocity changes are Significant as a 
result of “interest rate changes, and thus feel that, 
to the extent that these velocity effects are 
important, we aid and abet monetary policy. (Studies 
of velocity changes appear to be rather COHLCraq CUOLy . 
see, for example, the following: 
(1) R. T.- SELDEN, "The Postwar Rise in the 
Velocity of Money:” A° Sectoral Analysis", The 
Journal of Finance, December, 1961. 


(2)°R. T. SELDEN, "Monetary Velocity in the 


Unitec States 


,» in Freidnan (ed.), Studies 

in the Quantity Theory of Money. 

(3) L. S. RITTER, "Income Velocity and Monetary 
Policy", American Economic Review, May, 1959. 
(4) S. W. ROUSSEAS, "Velocity Changes and the 


Effectiveness of Monetary Policy", Review of 


Economics and Statistics, February, 1960.) 


7 ¥ _ - Fe 
oat iE er 


oven ot Bt aedéx jaorstnk beasevont to dostts edt = ft 


stelumttea of brs blod ot evtensgqxe esonsisd Sibt | ral 
are eooneled ‘to sxte snd at notsouber 6 7) ae 


odt nt [182 A .ydtoolev at sasstont antbadqesti0s s rr. 


40 daoo art sausoad yttoofev asoubsr eder dasrednt aan 
o¢ emuasxg tom of OW alist asonsisd SIP adro rer | i 
es 
gnitddeatto at at totost atdd tdnsdaoqmt word Wo rts! ie 
f a Isw-Teoq pAT .cOE b 
Host odd teit [eet ew .tevewoH .astotlog vredenom 
JaeTresdnt od aredmon no feu $ibet9 ‘to ywivistanoca ‘to ie 
[Lema odd bos alsismeretith otst ons soanais oder or 
“Watt 


9a9dT etsatatis ot boned elsubivtbnt yd bled asonsisd 


§ @8s elie sh Mia ots eogmeds ytoofev tect feet 18L 
ted fost audd bas .aegnsdo ster Jastsdnt to divest je 
| a 
e1s atostie yitoolev saedt gsdt tmedxs snd oF jel 
eeibude) .yotiog yistenom teds bans bits ow .dnsdioqmt ‘jor 
.viototbardaoo ssdisi sd ot tsesqaqs segrsdo ystoofsv ‘to (ML 
:antwolfLot ond ,eLqmsxe TOT .998 4 8t 
odd ot sath aewoe0d edT” .waaiae .T .A (1) ‘er 
edt ,"ateylenA Isrotose A :yenoM to ystooleV es 
.f0CL .soedmes0d oorsatt Qo Lsartvobl us 
odd af ystooleV yrstenoM" .MaaIse ,T .A (S) Ss 


} 

! 

| 

| 
ton ob ow .abtow tento nl .asorot antonslsdrsdavos pS 

eekbuse .(.b0) aambrort of ,."a@edasa betinau 

.yenoM to yrosdT yoiinsvb sdt at 
YIBISHOM bas YIfoolsV smoonl" .AETTIA 2° .0 (€) | 
z | 
.C2Cr .veM .wotvell oftionood nsottemA ,"yortod 
eit bas asgasnid ystoofev" .eana@euon .wWw .2@ (#4) 


Jo woiveh ."voflod yrstenoM to eaenavitostta 


(,.06CL .vrsuids4 potdatdsde bus eotmonoot 


 # i> - > oo 
A “990 6 


Nethercut & Young A ° 2 50 


Terento, Ontario 

305. Unemployment 

We have suggested that ensuring relative- 
ly full employment as a basic objective. of. our 
society, and one that commands the attention of 
governments. We wish, however, to support the 
view that. unemployment may not be amenable to treat- 
ment by general monetary policies. "This (that 
employment can be completely eliminated by general 
monetary and fiscal policies working on aggregate 
demand) is certainly a much too optimistic view. 
Keynes and most Keynesians osoclnderestimate.. Lt 
seems to me, the possible magnitude of frictional 
unemployment (people on the way from one job to 
another) and structural unemployment (unemployed 
workers in special depressed areas and industries) 
which, unlike general (i.e. well dispersed) un- 
employment, cannot be cured by merely manipulating 
aggregate demand" (from G. Haberier, "The General 
Theory", in The New Economics, (ed. Symour Harris) 
p. 178). We are aware that unemployment has per- 
sisted in Canada in times of inflationary pressure 
and recognize that itis a tragedy when "tight 
money" works against the employment of the unemployed. 
There is some justification for having those finan- 
cial institutions which cater to these needs 
not too responsive to tight money policies. We 
believe that the close connection between many of 
the activities we engage in and those the sovern- 
ment has felt it desirable to stimulate ecven when 


applying. a’ tight money policy isra.sjustificatvonerfor 


| tnomyolgmenU .20€ ’ 


. , 
— 
“— 
YL 


7 


-evissiot anitwane dsdd desteegquea evsd OW... .-)) i 
two ‘io evitostdo ofasd s as dnomyolqme [fut vl € 
to nottnetis sv abdnemmoo $6i3 smo fas ,ydetooe lb 
edd ttogqqua ov .tevewod .detw sW .atnemnrevoz é 
~tse1sy oc sldsnoms sd ton yam tnoemyvolgqmoeny tacld wolv a) 
$sdt) atdT" .aestotlogq yvrstenom Isrenes yd toom iy 
{srene2 yd beisnimits vlosolqmos 9d 169 daemyolgms — 3 
esusgergas no aniNrow estotiog [soatt bas yistenom ie 
.wotv oftaimitdqo oot foum s ylntstreo at (bnsmeb on 
dt .etemidasrebau .... ansteenyed teom bas aonyed in 
Lsnofsointt To ebutingasm eldteeocgq edt .om ot amose st 
od dot smo mot? ysw edt no slqoeq) tasmyol qmonu i 
beyolquenu) tnoemvolanenu [eiutourde bas (xoenddons Sl 
(aetuteaubni bis assets boaestgeb Lstosqe at extexattow a 
-nu (beateqatb [low .9.t) Ietenes otinn .dotdw fal 
gnisdsliugqinsm yletem vd betyo sd tonnso .tnemvolqms VE 
IsrsneD oft” .rstredsH .) mort) . "basmeh edszotass. be 
(atursH qomya .bs) .eotmonood welt oAT at ."yroenT a 
~t9q asd tremvolqmeny isht ersws srs ew. LCOTL cit cs 
esivaastq yisnotislint to eemtd at sbhsnsd at botete ses 
tdgtt" nedw ybegstt sg at tt tedt extmxg0oe7 bas a 
.beyolqmeny sat to tnemyolqme edt tantsas attrow "yenom lee 
-asntt seond anived tot nottsotttsaut omoe ek sredT ns 
) ebsen seeds oF t9ts9 dotdw enottjutitent Isto les 
OW .asfotilog yenom tNatt ot svtanogasr oot ton las 
lo yasm ssewted sottosnnoo saolo ont tedt svoetisd i vs 


-aisvon sdzt seodd bis at sgsans sw esttivitos odd 
nonw cove otglumtse oF oldsrtasb ti tiel asd tnom 


rol nofssoilidest s at yotLoq yenom tdstt s antyiqas 


¢ 
7 


” i ae 


Nethercut & Young 


Terente, Ontario W251 
not having credit unions too responsive to general 
monetary policies. Many of our activities are in 
chronically depressed areas and industries and amongst 
the less wealthy sections of society. Our associa- 
tion with the cooperative movement strengthens this 
part of our claim because cooperative and credit 
unton activities‘ are frequently born” out’ of adversity 
Thee Integration of untlins’ into céntrals’ with associa- 
tions with cooperatives, and the membership of co- 
operatives in CCCS lead us to believe that in our 
attempt to give people a "fairer share" of the good 
things of this life we also assist in stimulating 
activities and relieving distress in many of those 
areas not too responsive to general monetary policy. 
Looking after the needs of members first contributes 
in many cases to the same end. For these reasons we 
feel that, to the extent that credit unions do not 
respond ‘directly and quickly to tight money policies, 
this is desirable. We would be loathe to see this 


aspect of our work destroyed. 


306. Summary on Monetary Policies 

We must make clear, however, that the 
credit union movement even when completely organized 
on a national cooperative basis will not become 
completely price oriented, nor doiwwe feel that it 
Should. Self help and common interests are im- 
portant restraints on the extent to which the 


activities should be price and profit oriented. 


( 
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It is contended that the autonomy of the local credit 
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union protects those values which are considered 
important, whereas the development of centrals and 
the CCCS introduces somewhat more price oriented 
behavior and increases the mobility of funds, so 
necessary to obtain maximum benefit from the funds 
available. Further, the autonomous credit union, 
as an institution in the capital market, becomes 
more closely knit to the organized capital market 


through the centrals and the CCCS. 


S07. Further, the credit unions, because they 
do not make the most profitable use of fund, but 
restrain profits in the interest of serving their 
members' needs first, are not able to face the 

Same restrictions and the competitive pressures 

as those institutions which do not restrain the 
pursuit of profit to the same extent. We hope 

that this wild be.borne in mind in the, Commission's 


Geliberations. 


308, In general, we feel that the efrects or 
changes in monetary policy are reflected in the 
operations of the credit union movement. Interest 

rate changes tend to affect marginal activities of 

credit unions, but probably only to a minor extent 

unless the credit union is using bank loans. Centrals 
and the CCCS would be more responsive to monetary 
policies which affect the rate of interest. If, however, 
monetary policy begins to affect the level of activities, 
and thus incomes, employment and prices, the inflow of 


savings: into credit. unions is»likely to: be changed, wit 


a corresponding change in lending. 
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1 XII (MARKETING AND TRADING OF RESIDENTIAL AND NON- 
2 RESIDENTIAL MORTGAGES 
3 
SOO: The Joint Secretary of the Commission 
: suggested that NACCU discuss the present arrange- 
: ments in Canada for the marketing and trading of 
; the various classes of residential and non- 
: residential mortgages together with views which 
; the credit unions might wish to present on ways in 
‘ Which the mortgage markets might be improvec. 
10 
11 310. Mortgages 
12 | In our view mortgages in Canada are 
13 heavily directed towards construction of new houses 
14 in urban areas. Mortgages are not readily available 
15 on older homes, and when available are frequently 
16 for less than half the market price. This means 
17 that individuals have great difficulty purchasing 
18 older houses. 
19 
Bhich Raves 
20 
Frequently a wouldbe purchaser finds it 
- necessary to consider a high rate of interest and 
a a large down payment. This necessitates considera- - 
bs tion of a second mortgage for which the market is 
3 notoriously inadequate. The carrying of two mort- 
2 gages is beyond the means of many people of modest 
- means. In the same way the accumulation of one- 
A third to one-half of the purchase price is a tall 
28 
a order for many veople. 
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312.7 Dlitquidity 
At the present time mortgages are highly 
illiquid, .,.The,.lack,o£f.@ highly organized market 
for mortgages undoubtedly contributes to the high 
rate of interest which must be paid. One way of 
overcoming this lack of liquidity would be to have 
mortgage exchanges, issuing mortgage bonds and using 
the proceeds to purchase mortgages. This could 
eliminate some of the illiquid aspects because 
probably the bonds would be more liquid than the 
individual mortgages. There have also been sugges- 
tions that.N.H.A..be.applied..to. older. homes. It is 
an anomoly to find home improvement loans readily 


available to home owners to improve a house which is 


not eligible for .a large .mortgage. 


313. Defects in the mortgage market 

We are not prepared to make specific 
recommendations to improve drastically. the situation 
Which now exists. We would like to point out that 
at the present time the mortgage market suffers from 


the following defects in our opinion: 


Say ae) Itis, too.difficult to,obtain large low 
interest mortgages on older homes. A possible 
improvement here would be to give a higher pro- 
portion of the market price of the older house 
on a shorter mortgage -- the life of the mortgag 
being related to the age of the structure. 

There is also a case to be made for more 


flexible mortgages to meet the varying demands 


a 


AVR 


: 7 -_ J 
: LP a x eae 
° POG DS) MINIS? 
: . aoe tly 
Z ‘ ' uy, ba ‘~ 
ora “a elle <n 


- ydEbrupr ert pee 


virgin ets esasgd¢iom omit tneastq ont JA 


toNvtsem bosinsg1o nedare s ‘lo eiclaps edT » SEES See 


Nafd sit oF setudiasnoo ulbesdyoben eoasadrom 101 


to ysw enO .otsq sd taum dotew eedties to ods 
event og sd HDluow yvitbtupltl Yo Nosl até ener 


agniftey Ons ebriod sasginom aniveet .asansdoxs sxasgicr1om 


o6f[uoo etdT .,aesygsadcirom sasdorugq oF ebssoorg sd 


seusosd atooges Stuprilil[t sdd to 9moa sdsnimits 

edd asdt Sftuptl stom ed bluow abnod sdd yidsdorg 
-asagague mood oals svsn stedT .asagsatrom Seukivipes 
af JI .esmot tebfo oc betiqqsosd sAVHOU dsdt anotd 
yilbser ansol Sasmevoraqmt smod. batt ot yLlomons as 


at dofinw seavod s svotamt oc axresnwo smod ot sataaaiai kis 


jowtsm sasavitom edt at atosted .éf€ 


tiga 


itfosqe enxsem ot bSexsqe%q ton srs SW 
soktgudta ond yilsotiast5 esvortqmt oF anottshbasmmooer 


teddy duo datog oc stil bilyow sW .ataetxs won dotdw 


ie .sasziiom sarsl 8s tol siditatis ton 
| 


mort ereTive tonvism sagsadrom sdt emttodnseerq ont gs 


:m0inigqgo tuo nk atosteb sntwollot sAg 


wol sagrel atstdo of gluoltltth ooF at FI ony! Are 
efdfeaeog A .aemod xsblo no aszsagtrom saesrstnt 
-OTd ésitah 8B svig of od Bbluyuow sisd tnemevoramt 
sevond asblo sat to sotrq toxlrsm sdt to nottrog 
gsadrom edt to sift sav -- sxsaitrom rstrode s ao 
-smutgoutde sat to 938 sdt oF betsiex anted 


stom rol sbsm sd ot seso 8 oals et sredT 


ebosmsb satyisv odd goom ot eonsantrom sldtxelt 


Nethercut & Young Aze55 


Terento, Ontario 


and attributes of purchasers. It Should be as 
easy to pay off one mortgage quickly or part of 
a Morteavenquickiy, as’ it 1s to™pay off two 


mortgages. 


315. (bo) There are insufficient private funds 
available at reasonable cost for rural mort- 


gages and mortgages in small towns. 


316. (c) Lack of ‘liquidity "of ‘mortgages: a 
better organized mortzagze market and the 
Gevelopment of a secondary mortgage market 
would do much to improve the attractiveness of 
mortgages and reduce the costs. Fuller use of 
the purchase clause of C.M.H.C., the develop- 
ment of organized mortgage exchanges and the 
differentiation of mortgages would be an aid in 
this regard. 


C.M.HYCy 
Sif . In general we feel that credit unions 


may well extend their mortgage lending if their 
liquidity can be protected. Because of the concern 
of the credit union for its members it is unlikely 
that wide use of the open market would follow so 
far as local credit unions are concerned. However, 
the use of the purchase clause of C.M.H.C. to pro- 
tect the liquidity of credit unions even if C.M.H.C. 
was only to function as a "lender of last resort" 
would allow credit unions to undertake more mortgage 


lending. 
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ALIL BANK Ol CANADA - PUBLIC STATEMENTS OF POLICY 


S20 Mr. Mercure also asked the credit 
unions to express their views with regard to 
arguments for and against the Bank of Canada 
making more frequent and fuller statements about 


its policies. 


319. Public Statements 
The extent to which Central Bank 

policy should be publicized is a matter of 
Gispute all over the world. Some argue for 
fuller public discussion, others for secrecy and 
announcements after the fact. In favour of fuller 
public statements are two important and weighty 
arguments: | 

(a) A full public statement would allow 

financial and non-financial institutions, 

both public and private, to know wherein 

lies the public interest as viewed by the 

central bank. 

(b) Full public statements would allow 

informed public opinion to be brought to 

bear on bank policy and allow it to be 


subjected to public criticism. 


320. Disadvantages 

On the other side it must be recog- 
nized that public statements of bank policy 
could set up short term speculative activities 


making the policy difficult to implement, could 
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establish conditions for profitable activities 
against the aims of the, policy, and could open 
the door for pressures from those sectors of .the 
economy injured by the policy, with the result 
that the bank would be embroiled in political 


disputes. 


Sas; We feel that frequent and full public 
statements would be desirable if the undesirable 
results -couldmbe celininated “on minimnized . «To 
the extent that most of the undesirable effects 
are related to short run policy, and market 
operations of the bank, a case could perhaps be 
made for frequent and full public statements 


anouGelons run policy aims. 


322... Long. run, policies 

We would welcome such statements. 
However we can see that public discussion of 
Short run policies could be and probably would 
be destabilizing and would undoubtedly make 
policy more,difficult to implement. Further, 
there is a strong possibility that less socially 
eonscious actions could be rewarded under these 


COndi tionss. 


323. Confidential Communications 

We would suggest that, to the extent 
that a wider knowledge of shrt run changes in 
monetary policy is desirable, formal confidential 


communications be more widely used. The Canadian 
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credit unions would not wittingly act in Such a 
way as to negate National monetary policy in an 
undesirable way, and have in the past cooperated 
with the banking system in restricting loans 
when we were informed of the neéd to do so. We 
a6 not believe. that. formal ‘confidential com> 
munications have been used as widely as they 
could have been. In this connection we would 
yoint out how valuable the organization of 
central credit unbons has been. If moral 
suasion is to be relied upon as an important 
instrument of monetary policy our organization 
into centrals and vwiltimately in the Canadian VUo~ 
operative Credit Society makes it possible to 
have an element of co-operation without jeopar- 
Gizing the confidential nature of the information. 
We can only state emphatically that should this 
type of control be more widely adopted we woule 
eooverate fully with the monetary authorities. 
We suggest, however, that this type of control 
is best Gone through Canadian Co-operative 


Credit ‘Society and the central credit unions. 
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XIV. THE ROLE OF CREDIT UNIONS 


324, Unique. 
The role of credit unions is not to 
engage in banking. They may perform from time to 


time operations which appear to be similar to 


some of those performed by banks -- but those 
operations are also similar to operations of many 
financial institutions which clearly are nov banks 


==7suGheas vtoan companies, trust companies and 
saving and loan’ assoctations :o*Yéet: credit winions 
are not any of those kinds of institutions either. 
They have unique characteristics of organization 
and function, which have already been fully de- 


scribed. 


325. Needs of Members 
For a long time credit unions had an 
image of themselves as small loan operations -- 


even after they had begun to serve longer term 


needs of members. (Note transcript Toronto Vol. ll, 
pages 1103 and 1104). Their early loans were 
emergency or distress type of loans. Later they 
began to finance household appliances and auto- 
mobiles as members' needs required and funds per- 


mitted, and later still they took some responsibilitl 


ana are now taking some responsibility for the 
mortgage needs of their members. 
BGs There is such a great need in the 


area of rural mortgages and urban second mortgages, 
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particularly among persons of modest means, that 
for some time to come these types of loans may tax 
the, abidlity..of.. the, credit.unions, to, meet. their 
members' needs. This will involve new techniques 
to increase their pool of funds and to safeguard 
their liquidity if they expand in this field. 
However, in the past they have found themselves 


capable of growth and adaptability to members! needs}. 


See. tnentuture 

NACCU's view is that in terms of 
type of loan credit unions cannot be pigeon- 
holed. They will develop into those fields where 
their members have a need which most usefully and 
effectively can be solved by mutual self help. 
While this allows for variation it is a limiting 


factor. 


32644 .uimeibi ne. factors 

One further limiting factor appears 
certain, that is that credit unions will also 
tend to be the instrument of persons of modest 
means who have some social consciousness and are 
unable to take part in individual investment 
programs because of lack of time and knowledge 
and because they cannot afford the risk, except 
through pooling. Some credit unionists see every 
Canadian as a potential credit union member. 


Others recognize this limitation on growth. 
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529. A yardstick of reasonable rates 
To some extent in whatever field 

the credit unions operate they will serve as a 

yardstick by which the ordinary man can measure 

the costs to him of services charged by profit 

oriented business and can gain a greater insight 

into the factors which enter into the granting of 


credit. At the same time the credit union offers 


him an unusual experience in practical democracy. 


330, These we consider designate the role 


and the limits of credit unions in the days ahead. 
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XV CONCLUSIONS 


331. Unanimity 

We are pleased to report that there 
is entire unanimity amongst the provincial credit 
union leagues and central type organizations 
represented by NACCU with respect to all matters 
contained, nov only in this brief, but also in 
the briefs filed by CUNA and CCCS. They have been 
Studied and approved by duly appointed representa- 


tives of the leagues and credit societies involved. 


DBe\« We mention this because at the outset 

of the Commission's proceedings NACCU gave to the 
Commission's representative an undertaking that 

if strong dissenting views arose amongst the credit 
unions represented by NACCU relevant to the matters 
under consideration by the Commission, they would 
be disclosed to the Commission and appropriate 


statements of such views would be presented. 


3333. NACCU has sought to disclose and 
discuss all facts (so far as they are ascertain- 
able) and views of credit unions represented by 
it, relevant to the Commission's enquiry, and 
will look forward, upon hearing of the brief, to 
having its representatives comment and enlarge 


upon any matters raised. 


334, Ontario (a non-member) 


NACCU regrets that by virtue of the 


fact that the Ontario Credit Union League is not 
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presently a member of NACCU, it has been unable 
to present full statistics with respect to 

credit union operations in that province. The 
League has kindly made available some figures 
particularly in relation to the operation of its 
League Central Division. Some other figures have 
been made available through the full cooperation 
of the Ontario Co-operative Credit Society (a 
member of Canadian Co-operative Credit Society) 
and that society has participated in the develop- 
ment and consideration of this brief and has 


concurred in the views expressed herein. 


355. As to other facts with respect to 
credit unions in Ontario we do not pretend to be 
in a position to comment, except to say, having 
regard to the large measure of similarity in the 
operation and practices of credit unions in the 
English speaking communities, we would expect to 
find substantial similarity in Ontario. However, 
recognition would require to be given in thavs 
province also to the local autonomous nature of 
credit unions. Differences arising out of dif- 
fering patterns of bonds of dswedtatiton and dif- 
ferences in credit union philosophy might give 


to that province characteristics of its own which 


in some measure distinguish it from other provinces. 


336. As to views expressed in this brief 
on many matters including views as to the capital 


market and monetary policy, we do not pretend to 
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represent. the credit unions in Ontario. We woulcd 
expect from our contact with credit yunions. in 
that province through CCCS that the views of 

some Ontario credit unions as to the function of 
a central type credit society, the adequacy of 
liquidity, "chequing" services and the sharing 

of mutual interests with other cooperative 
enterprises might differ in some respects from 
the views expressed in this brief. However, the 
Commission will have to look to the brief and 
submissions of the Ontario Credit Union League 
and such other information as the League may file 
or the research team of the Commission may find, 


in order:to fill out the ‘picture as to Ontario. 


SSNe Summa ry 
Essentially the submission of NACCU 


might be summarized briefly as follows: 


338. (a) The mutual, non-profit oriented co- 
operative and democratic basis of credit 
unions distinguish them from other organi- 
zations in Canada dealing with savings and 


credit. 


339. (b) Credit unions provide a satisfactory 
and safe place principally for persons of 
modest means to save and share their savings 
to help themselves and other members solve 


their credit problems in the local community. 


340. (ec) Credit unions are local in their 
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emphasis and tend to provide a measure of 
justice in the price system by localizing 
the use of funds for purposes which, to a 
very large extent, have been recognized by 


Parliament as socially desirable. 


341. (d) Credit unions provide mobility of 
reserve and surplus funds which tend to be 
responsive both to the price system and 
monetary policy. This is by reason of their 
voluntary co-operation in provincial co- 


operative credit societies and CCCS. 


342. (e) Credit unions historically have been 
provincially created and supervised bodies. 
Having regard to their local autonomous 
nature and the need for frequent adjustment 
in legislative provision to meet their 
changing growth and circumstances, they 
should continue to be subject to pro- 


vineial jurisdiction. 


343. (f) There appears to be no foundation 
at present either in the general national 
interest or in the interests of monetary 
policy for regulation or control of 


credit unions on a federal basis. 


344. (g) The provision of suitable federal 
legislation to permit development of CCCS 
would be in the national interest. Central 


type associations of credit unions are 
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more sensitive to market and monetary 
influences. A large portion of the 
reserves and surplus funds of credit 


unions is deposited with these associations. 


345. (h) A free capital market, rather than 
an expensive and complicated system of 
controls, is the best guarantee that 


monetary policy will be effective. 


“36, (1) "Phere if little to be gained by 
directly relating credit unions to the 


Bank of Canada. 


BIPE LOCEPL) Voluntary co-operation by 
monetary authorities with the national 
leaders of credit union organization 
would provide a suitable basis for the 
federal government and monetary authorities 
to communicate their wore to credit 
unions in relation to monetary policy, in 
so far as they cannot be conveyed through 
the market or the banking system by the 


Bank of Canada. 
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SCHEDULE 1 


(Brief of National Association of Canadian 
Credit Unions to Royal Commission on Banking 


and Finance) 
HISTORY OF CREDIT UNIONS 


The credit of being the founder of modern 
co-operative credit unions (first known as People's 
Banks) must @o to cee (Tucker - "Evolution of 
People's Banks" p. 17) Schulze Delitzsch and 
Raiffeisen "were the founders of co-operative 
credit in the world" (Bergengren, "Crusade" p. 19). 
The principles and practices which they developed 
are reflected today in the laws and ween a ieuk 
which govern credit union operations. Credit must 
be given to these and other Faroese leaders. Amid 
the poverty endured in southern Germany in the late 
1840's people's banks were established and wees 
operated to meet an urgent need. 

Raiffeisen (1818-83), sometimes referred to 
as the father of the credit union movement, was a 
Lutheran lay preacher and refiormer and ultimately 
became a practical organizer. It is reported that 
his chief desire was to,raise the spiritual and 
REreura L level of Widnes life and that "he was 
happier over a drunkard edeemed than a mortgage 
lifted" (Giles "Credit for the Millions," p.'136). 


His dream was to establish a rural credit ‘union in 


every parish of the German Empire and "to make 
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Germany the most prosperous, thrifty and happy 
nation on earth" (Giles, (supra) p.132). His chief 
aim was humanitarian. 
Schulze-Delitzsch (1808-83) was a practical]man 

With extensive legal training. It was while he served 
as a justice of the peace or patriarchal judge 
throughout a large territory that he had an exceptiona 
opportunity to study the economic life of his district 
As a member of the national assembly (1848-9) during a 
period of unrest and as chairman of a legislative 
committee to consider petitions containing grievances, 
he obtained a thorough understanding of economic 
needs to be met. His chief aim was materialistic. 
The six principles which he developed for a people's 
bank were as follows: 

(1) the exclusion of charity 

(2) the joint liability of all members for 

the bank's debts; 

(3) borrowing on the basis of this joint 

liability ; 

(4) lending sthe capital only to those who 

could repay; ; 

(5) regular contributions by members towards 

the capital; 

(6) a broad membership. 


(Tucker (supra) p. 55) 


These principles were put into operation in 
the People's Bank at Delitzsch. Because of the 


unlimited liability of the bank's members and the 
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offer of a five per cent rate to depositers, which 
was considerably above the normal rate offered 
to depositers by the local savings banks, deposits 
made’ exceeded the demands for loans. Interest on 
deposits was then reduced. 

In practice the Schulze-Delitzsch plan 
favoured operations in an unrestricted area with a 
large mixed membership, doing a general banking 
business and paying a high interest rate on deposits 
and dividends as large as possible on shares. Savings 
were. encouraged through the purchase of shares by in- 
stalments; nominal salaries were paid to employees; 
loans were usually short term. 

In establishing his third co-operative bank 
at Anhousen in 1862, Raiffeisen adapted the Schulze- 
Delitzsch plan to meet the needs of rural co- 
operatives (Tucker (supra) p. 113). This was the 
beginning of the Raiffeisen system which by 1920 
had spread to most countries of the world. (E.W. 
Smith - Social Security Bulletin, W.S. Dept. Health 
Education and Welfare 1955, p.2). These societies 
were first organized to serve small groups of poor 
farmers and it was important to the plan that the 
members of the group should know each other well. 
Members were admitted on the basis of character. 
services to the society were donated or paid for 
on a nominal basis. The unlimited liability of 
the members enabled the societies to borrow funds 
for lending to members for productive purposes at 


reasonable rates of interest for maturities of up 
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to five years, Deposits were received from members 
and non members. No dividends were paid. Net 
Surpluses remaining after transfers to reserves 

were used for educational purposes and for community 
welfare projects. Upon Se aR se of a society, 
members did not participate in the distribution of 
reserves (Smith (supra)). The business of these 
societies was carried on informally, often after 
church, on holidays or in the evenings. The treasurer 
was frequently a school teacher, public official 

or the village priest. Management was by an 
executive committee and a supervisory council. Until 
required by German law, these societies did not 

issue shares and then only of nominal value. The 
Raiffeisen societies organized provincial federations 
which in turn formed national federations, one of 
which published a paper, operated a printing office 
and savings bank and used the surpluses for the 
benefit of the societies. 

In commenting on the Raiffeisen type of credit 
union, Myron T. Herrick, for many years United States 
Ambassador at Paris said: "The Raiffeisen type of 
credit’ union isa perfect organ for facilitating the 
flow of capital and cheapening credit for agriculture. 
The records of the thousands of these little banks 
in Germany of never having lost a cent belonging 
to the millions of people who have dealt with them 
during the past fifty years is unparalleled in the 
history of finance." (Giles (supra) p. 136). 


The Schulze-Delitzsch and the Raiffeisen socie- 
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ties flourished side by side, the former emphasizing 
material and financial aims and refusing outside 
aid of any kind and the latter, emphasizing humanitarian 
and moral reform aims, worked to improve the economic 
status of members through the proper use of credit. 
Both types were organized to combat the evils of usury 
among people of small means, 

The contribution of Luigi Luzzatti, 
another pioneer in the co-operative banking field, 
should be noted. This distinguished Italian economist 
and public figure was born in 1841. In 1864 he 
studied the operations of the Schulze-Delitzsch people|'s © 
banks in Germany and promptly started the first 
people's banks in Italy. The Italian societies were 
organized on a share capital basis. In contrast 
to the Schulze-Delitzsch banks all shares had to be 
paid up within a short period, ten months at the 
longest (Tucker (supra) p. 215). Duzzatt ions 
reputation was established by the organization of a 
people's bank at Milan in 1866 with a capital of 
$140; by 1913 it had attracted a membership of 
25,000 and more than 700 similar people's banks had been 
organized in Italian cities and market towns (Giles 
(supra) p. 139, 140). Many of these societies 
made unsecured loans which were known as "honour 
loans". Through personal correspondence Luzzatti aide 
Alphonse Desjardins to evolve the first credit 


union plan in America (Smith (supra) p. 2). 
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North America 

The earliest society in the nature of a 
credit union was the Farmers' Bank of Rustico in 
Prince Edward Island, organized in 1864 among Acadian 
farmers by a French priest, Father Belcourt. It 
accumulated capital of $10,000 and operated success- 
fully for many years (Giles (supra) p. 343). In 
1892 it was forced to dissolve in order to comply 
with new Canadian banking laws (John T. Croteau - 
Agricultural History 24, p. 228). As: early as: 1871 
the achievments of Raiffeisen in the field of 
rural credit were being impressed upon the 
Massachusetts legislature by Josia Quincy and 
others in an attempt to get enabling legislation 
enacted. There were favourable committee reports 
in both Houses of the Legislature but the attempt 
failed (Giles (supra) p. 72:) 

Although these earlier ventures are not 
without interest, credit for adapting the people's 
bank to North America needs must go to Alphonse 
Desjardins, a Quebec journalist. Desjardins was 
born at Levis, Quebec, on November.5, 1854. [In his 
youth he learned from experience of the problems 
of the lower income classes. After some experience 
in journalism, he was’ from 1891 to 1917 an official 
Hansard reporter in the Canadian House of Commons. 
"When the subject of high interest rates was taken 
up ina parliamentary investigation, his position 
gave him a unique opportunity to view the problem 


of usury and its effects upon the poorer classes: of 
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farmers and workers" (Croteau (supra) p. 228). He 
Gevoteda his leisure to research and a study of methods 
to remedy the evils of usury. He was impressed 
and encouraged by what had been done at Rustico in 
Prince Edward Island in the years following 1864. 
After making a study of the European 
People's Banks, Desjardins evolved a plan to meet 
the needs of the people he wanted to help. It 
was based on the Luzzatti system but included 
some of the distinctive features of the Raiffeisen 
banks. In 1900 Desjardins founded the Caisse Populair 
de Levis at Levis near Quebec. The society had 
a very modest beginning with $26.00 of capital 
and eighty members. However, its formation was 
accompanied by this noteworthy prophecy made by 
the parish priest, Monsignor Gosselin in his New 
Year's message: "In the course of the last month 
there was organized in our midst the first people's 
bank .in, America. This institution, it seemed to 
us, will have repercussions on our national future; 
tomorrow, this co-operative organization for savings 
and credit will cover. all America." (Giles 
(supra) .p.. 88). 
Desjardins organized a second society in 
1901 and a third in.1905. However, it was not 
until 1906 that the Quebec Syndicates Act, drafted 
by him, was passed by the Quebec Legislature. This 
legislation furnished a legal basis for caisses 
populaires and its enactment stimulated great interest 


in Quebec and also in the United States. The influenc 
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of Luzzatti is apparent in this legislation with its 
form of democratic control, limited liability and the 
division of work among a number of unpaid committees 
but the Luzzatti structure was greatly simplified. 

The Quebec caisses populaires differed 
in a fundamental respect from the European people's 
banks, perhaps from legal necessity. As ts well 
known the British North America Act places Jurisdictio 
over banking in the Dominion Parliament and the 
Quebec legislature did not therefore have the 
authority to incorporate banks. It haa authority 
to legislate for the incorporation of societies 
Which did business of a banking nature with its 
members only and the Syndicates Act of 1906 prohibited 
the acceptance of deposits from non-members. 

There was a further departure from the 
Schulze-Delitzsch and Raiffeisen systems. The 
Desjardins societies not only granted loans for 
productive purposes, but they also made available 
to their member remedial loans at low rates of interest, 
The Lugzatti banks had made some remedial loans 
but more as a semi-charitable accommodation than 
as a regular business (Croteau (supra) p. 229). 

Essentially it is the caisse populaire 
established by Desjardins which is the cooperative 
credit tnetitution, known generally outside of Quebec 
as a credit union, which has spread throughout the 
United States and Canada. 

Desjardins assisted in having credit unions 


established in the United States and helped to organize 
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the first credit union there; La Caisse Populaire 
Ste. Marie. This was established among French speakin 
people of Manchester, New Hampshire and was granted 
a special charter by the State Legislature on 
April:6,1909.. (Sniith (supra) py3). More’ important 
was Desjardins! assistance in 1909 in drafting the 
first general credit union law which was enacted by 
the Massachusetts Legislature in 1909. This law set 
the pattern for the credit union movement in the 
United States. Development was stimulated by studies 
of various commissions appointed to deal primarily 
with problems. of agricultural credit. Missions to 
Europe between 1908 and 1914 studied the Schulze- 
Delitzsch, Raiffeisen and Luzzatti systems. In 1912 
President Taft wrote the state governors to suggest 
credit union legislation. "He stated ‘that the 
organization and management of credit unions "are 
wonderfully simple, and the experience of the 
European countries shows that their success is 
practically inevitable where the environment is 
congenial to their growth and where proper laws are 


passed for their conduct:" (Giles°(supra) p. 135). 
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SCHEDULE. 2 


(Brief of National Association of Canadian 

Credit Unions to Royal Commission on Banking 

and Finance) 
SUMMARY OF MAIN PRINCIPLES OF THE PROVISIONS OF CREDIT 
UNION ACTS IN PROVINCES WHERE BRIEFS HAVE BEEN FILED 
RELATING ‘TO OBJECTS, LENDING, BORROWING, INVESTMENTS, 
DISTRIBUTION OF SURPLUS AND RESERVES (Extracted from briefs 
(Note: - Briefs are not yet available from New | 

Brunswick, Prince Edward Island and Newfoundland}. 

Abbreviations are used to indicate provinces. 

Figures in brackets indicate page of brief. 

The letter "S'" with a number indicates the 

page of Schedule to a brief. The letter "A" 

with a number indicates the section of the 

provincial credit union act to which reference 


is made.) 


Objects 

Throughout Canada there is considerable 
uniformity in the objects for which credit unions 
have been formed. In B.C. (1) credit unions represent] 
a popular movement of about 215,000 people organized 
to employ self, help in encouraging thrift in the use 
of collective savings for provident purposes for their 
members -- based on democratic principles. They make it 
possible for the ordinary man to see and understand 
how his savings are used to help his fellow man and 
his local community. 


As described in the Alberta brief (1) the 
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principal object of the credit union movement in 
that province is the establishment of a co-operative 
enterprise among groups of people. The object of 
credit unions is to create a fund of money as a 
source of credit for their members., Loans are made 
for provident, productive and merchandising purposes. 
Another objective is to provide a convenient place 
to save money with a moderate rate of return on 
Such savings. Incidental to these objects is 
that of teaching people to manage their own money. 

In Saskatchewan (11) the objects of a 
credit, unioniare the promotion of thrift among its 
members and the creation of a source of credit for 
its members at legitimate rates of interest, 
exclusively for provident and productive purposes. 
When stated another way the object of.a credit 
union is the»screation of a revolving fund of savings 
supplemented, when necessary, by borrowed money to 
be used for loans to members or for investment when 
not immediately required for loans. The Saskatchewan 
brief (12) states that the broad objective of a 
credit union is to help people to build up savings 
as a Toundation for credit. and to charge for the 
latter just enough to take care of expenses, reserves 
and to pay a return on savings to encourage members 
to leave their savings with a credit union or to 
increase them. 

in, Menitoba, ae etated in Secs. 40f the Act 
the main purposes of a credit union are to receive 


the savings of its members, either as payments on 
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Shares or on deposits’ and to make loans to members 
exclusively for provident and productive purposes. 
Stated in more general terms the objects and purposes 
of a credit union in Manitoba are as follows (3): 
'(@) ‘to teach and encovrage the habitnof thrike 
by providing a safe, convenient, ‘and 
attractive medium for the investment of 
their savings and provide them a fair 
return; 
(o) to help each other in the matter of handlin 
their own finances and to help and guide each 
other to live within their means; 
(c) to eliminate usury, establish productive 
credit, and increase their purchasing power 
by enabling each other to borrow for 
productive or provident purposes at a 
reasonable rate of interest; 
(ad) to develop sound business methods and prac- 
tices and to train new members to assume 
responsibility in the'society for ‘its con- 
tinued preservation, good operation and 


management." 


The Ontario brief (6) describes credit 
union operations as "do it yourself financing”. 
The objects are set forth in Sec. 4 of the Act and 
are ‘similar to those cin -oether provinces, 

Although in Quebec the objects of a credit 
union as set out in the Co-operative Syndicates Act ar 
very brief, the goals are very clearly set forth 


at page 44 of the brief as follows: 
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y The goal of every credit. union is 


enrolment as a member of every person who is 
eligible for membership in terms of a charter. 
Further, and more important, the goal is to 

see that that person gets all the service which 
will be of bewerit to him: In. terms. of 
thrift, that represents all the money he can 
save, at least up to the maximum for which 

life savings insurance is provided. 

Lm verms -or credit service,: the coal of 
every CrecitvuunLon isto “carpy tne wereona 1 
eonsumer debt load of all the: people in its 
field of service, both because it can do so 
at a lower rate of interest, and because it 
extends credit in terms of human needs and 
requirements, and is not motivated by 
the compulsion to make profits for non 
member stockholders. When a member should do 
his borrowing from another source, as sometimes 
happens, the credit union will send him there. 
The purpose of the credit union is to serve, 
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heocording. to, the.Nova Scotia brief.(48) the 


basic objectives of the credit union movement are two- 


CS 1 


First, to encourage the members to develop the 


habit of thrift by. regular.and.systematic.savings. 


pecond, to proyvide.a source.of credit, for. provident.an 


productive purposes at reasonable rates.of interest. 


Beyond.these basic objectives,.the.¢eredit, union 


movement will no doubt provide the kinds of service 
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that the members, from time to time, express a 


desire to receive, according to the Nova Scotia brief. 


In B.C. credaty union lending has to date been 
mainly of the small loam, short. term type. The 
Gistribution, of loan a@euivity is indicated bya 
spot check taken covering the period from January lst, 
1961 to the end of November on the basis of replies 
from 62 per cent in number of all credit unions. 
According to this spot check the distribution was 
as follows with percentages shown in brackets: 
debt consolidation (16); private cars (21); commercial 
cars, trucks (2); household equipment (7); home 
improvement (12); land and buildings, (18); fishing 
boats and gear (2); medical bills (2); other loans (20 
Although the type of security offered for a loan 
does not always reflect the purpose of the loan, 
it does in general and the loan analysis based on 
security found in pages 30 to 34 of the financial 
section of the survey report on credit unions in B.C. 
is very useful. The facts made available illustrate the 
desire of credit unions to meet needs of the members 
for loans for productive and provident purposes 
often not available from other sources or at all 
and to make those loans at reasonable rates. It 
should be noted that many members follow the practice 
of borrowing against savings rather than withdrawing 
them (16) (Survey Report, financial section, p. 33, 


thole 9). In the smaller credit: unions. character is 
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1 Still a factor in granting smalliloans (1 Pp: Powers 
2 and conditions relating to loans set out in Sec. 18 of|tnhe 
3 B.C. Act should be carefully noted. 
4 In Alberta credit unions have inthe main 
5 restricted their lending to the personal loan field. 
6 During 1961, 1794 loan applications were approved 
7 averaging $451.00 per member. Loans are made for 
8 periods not exceeding twenty-four months for the follo ing 
9 purposes: cars and car repairs, down payments on 
10 lots and houses, home improvements, advance on 
11 mortgage loans, consolidation of debts, furniture 
12 and appliances, business loans, personal loans, 
13 vacations, fire and auto insurance, travelling expenses, 
14 doctor and dental bills, taxes. A trend is 
15 developing for longer terms of loans but so far credit 
16 union loans have not been extended beyond thirty-six 
17 months. The average outstanding loan balance has 
18 Steadily increased due to channelling of more of 'the 
19 credit needs into the one source. Most loans in exces 
20 of four hundred dollars are secured by chattel mortgage 
21 or by a co-signer. | Second mortgage loans are 
22 increasing in number as other financial institutions 
23 are discounting such loans or charging high rates of 
24 interest. Loans for cars and car repairs represent 
25 the largest percentage. Loans for consolidation of 
26 debts is another large item. The Statutory provisions 
27 regarding the loans are found in Secs..29 to 37 of 
28 GhebAct! 
29 In Saskatchewan in 1960 two hundred and 


__ 30 Seventy-two credit unions made 50,021 loans totalling 
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$43,638,000.00 or $872.00 per loan (19). Details are 
set out in table 6, page 24 of schedule B of the Saskatchewan 
brief. It will be noted that the most important 
purposes for which loans are made are for home improve 
ments 24 per cent, machinery, trucks and repairs 
ee per cent; land payments and mortgage retirement 
13 per cent and consolidation of debts 13 per cent 
(19), although under Sec. 57 loans may be made to a 
member for use in the operation of business where the member 
is the sole owner and proprietor and where his assets 
before the loan is made exceed $100,000.00 Very 
elaborate safeguards and conditions regarding loans 
by ecredit, unions are set forth in detail in 
Secs. 55 to 74B inclusive of the Act. These sections 
have recently undergone important amendments with 
regard to;seeurity, -approval off :Leans,, -etc +.-In 
s,8katchewan preference is given to the smaller borrowé4rs 
as behg most in need of service. Small businessmen 
in rural communities especially where there are not banks, 
borrow in modest amounts. Where some of the members 
of a credit union are ratepayers ofa rural muni- 
cipality they may, as a matter of policy, be willing 
to see their credit union help finance the municipalit 
in order to keep their own savings which. they have in 
the credit union circulating within the community. 
The) credit. union; because of its local orientation 
and control, may)thus-bejin the position to keep its 
members! savings circulating within the community. 
The credit union is essentially a short term and intermediate 


term institution to meet the personal and productive 
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loans needs of it's members as its resources and 
contacts with its members will permit. The Saskatchewan 
brief points out that the limitations on 
loans to businessmen and institutions are in the nature of 
a compromise to enable a credit unionito be of some 
service to such local businessmen and LustCLvUutions, but kee 
leaving the main field of business anc LAStLCutLiona L 
loans “to°other agencies (20). Secs. °62 to 64 ~<- every 
loan-‘shall be made subject “to the conditions prescribe 
in the by-laws. Procedure for making loans is found 
in S-6 of the brief. Although the Act is very 
general in its provisions the credit committee takes 
the following into consideration when dealing with 
loans; the character of the borrower, the purpose 
for which the loan is being made, and the ab LLG y 
of the borrower to repay according to the terms of 
the contract. Because of the common bond of 
association the credit committee is in a good 
position to assess these factors and to determine 
whether a loan is warranted. 

The average size of a credit union loan in 
Manitoba is between five hundred and a thousand 
dollars and the term is usually from twelve to thirty- 
Six months, except in the case of real estate 
mortgages which usually have a term of five years (21s, 
In Manitoba in 1955 credit unions made a Vocal COL 
30,142) loans with’ a total of $10,840,873: Tm L900; 
however, 48,276 loans totalling $29,852,679.00 were 
made. These were made in twenty different classi- 


fications, the most important being as follows, land 
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and buildings (purchase and repairs other than 
mortgage loans) approximately $5 million; real 
estate mortgage loans approximately $4,500,000; 
automobiles and trucks (purchase and repairs) 
$6,839,000; furniture and clothing $1,780,640; 
business operations for merchandise, etc. (but 
not debts and buildings) $1,335,367; consolidation 
of debts $3,876,669 (SX). Other classifications 
will also be found in Schedule X. 

With the exception of real estate mort- 
gages, a note is required for all credit union loans. 
Forms of security given by credit union borrowers 
include the following: shares and deposits in the 
credit umion; a co“signer on a note; payroll deduction 
and wage assignments, chattel mortgages, real estate 
mortgages, assignment of documents and conditional 
sales agreements (S M). 

In Ontario; as in other provinces, the 
character of the borrower and his need are the prime 
considerations in évaluating credit risks in the 
credit union. The factors involved in establishing 
a member's credit rating include the following: 
previous credit record, stability of residence and 
employment, work record, accumulation of personal 
assets ' and ability to repay. Some credit unions 
give preference to loans for subsistence purposes, 
such as food, clothing, rent or mortgage payments 
and other emergency loans for immediate need. 
Conditions such as strikes or lay-offs get special 


attention (46 and 47 and SO to 8). 
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Although under Sec. 23 of the Act a 

corporation may become a member of a credit union, 
loans to such corporations must be approved by a 
joint meeting of the board of directors, the credit 
committee and the supervisory committee (21), Under 
the standard by-laws loans over two hundred dollars 
must be secured. Loans in excess of three thousand 
dollars above the member's shares and deposits which 
are taken as collateral must be secured by first 
mortgage of real estate. However, the most 

commonly used form of security is the assignment 

of wages. Where the member is not employed at a 

wage or salary an assignment of moneys receivable 

is frequently taken, usually in rural areas. The 
chattel mortgage is used mainly by credit unions 

to secure loans issued for the purchase of automobiles}. 
Endorsement of a promissory note by another person 
is usual. Un@er the Act credit unions have a lien 
on shares and deposits for any debts cue to them 
by him. Second mortgages of real estate are also 
accepted as security for credit union loans (46 
Golo) « 

In Quebec the Co-operative Syndicates Act 
does not stipulate the amounts which may be loaned 
without security; the general practice is to permit 
a loan up to $500.00. Where security is required 
it is usual to ask for a co-signer or a pledge of 
government bonds or the assignment of insurance 
policies or pension rights (60). The average size 


of a loan is approximately $400.00. The terms of 
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Payment are from twelve to thirty-six months. A 


good deal of discretion is used in granting extensions| (62). 
It should be noted that whenever a credit union does 
not have adequate funds to meet all the requests 
for loans, the credit committee must grant the small 
hoarse Pree (soy 

In Nova Scotia safeguards are provided 
with respect ‘to loans by a credit union to an 
association which is a member. The application 
for the loan must be considered by a majority of the 
members of the credit committee and the board of 
directors sitting together but no director or other 
officer of the member association or organization 
who is a member of the combined body shall vote 
respecting a loan to the association of which he is 
a director or officer. Furthermore, a loan. to an 
association or organization shall be made only if 
it is approved by a three-fourths vote and if the 
registrar consents (S 45). In making loans in Nova 
Scotia great emphasis is placed upon the character of 
the borrower. This is determined by his record in 
the credit union both as to his habits in savings as 
well as his record for promptness in the repayment of 
past loans along with the general knowledge of the 
credit committee as to this standing in the community. 
Preference is given to the small borrower. Average 
loans range from two hundred to five hundred dollars. 
A credit union also considers whether or not the loan 


would be of benefit to the borrower or his family and 
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also his ability to réepayin (it) isthe polite yor 
the League to discourage the making of long term 
mortgage’ loans but the pressure for this type of 
assistance continues. The most common type of 
collateral ‘taken by credit unions is a co-maker. 
Other types of security may include chattel mortgages, 
first mortgages on real estate, assignments of life 


insurance, payroll assignments, etc. (40). 


Borrowing 

A credit union borrows in order to supple- 
ment the savings of its members in order to make loans 
to its members. This principle is expressed in 
various ways in the briefs (See Sask. p.11). The 
conditions under which a British Columbia credit 
union can borrow are set out in Sec. 14 of the Act. 

As expressed in the Alberta Credit Union 
League brief (16), the Credit Union Act, Sec. So 
allows, subject to the consent of the supervisor, 
a credit union to borrow up tO 25 percent. of its 
assets on a three-fourths vote of its directors. 
It is further provided that 50 per cent of assets 
can be borrowed with the consent of three-fourths of 
the members present in annual or special meetings. 
sec. 39 of the Act also further provides for a 
credit union to borrow up to the total of its 
capital investments in excess of its statutory 
reserves without the consent of the supervisor. 
No Alberta credit union is permitted to incur an 


overdraft. 
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Tn Saskatchewan (21) subject to the 
consent of “the Registrar of Credit Unions, the 
Girectors of a credit union may, by resolution 
borrow for its purposes from any source up to 
an amount equivalent to 25 per cent Of "hts capital, 
surplus and deposits. Where bonds or securities of 
the Government of Canada or of Saskatchewan are 
used as collateral, the directors may borrow up to 
the market value of such securities without the 
approval of the Registrar, and they may also borrow 
up to 50 percent of ‘the paid “up value of unen- 
cumbered shares held by the credit union in the Sask- 
atchewan Co-operative Credit Society also without 
the Registrar's consent. The annual meeting of the 
credit union, on the unanimous recommendation of 
the directors, may authorize increased borrowings 
uo to 50 per cent of the capital, surplus and 
Geposits of the credit union. 

In Manitoba the restrictions on borrowing 
by a credit union are set out in Sec. 41. Loans in 
the aggregate may equal 25 per cent of the paid up 
capital, deposits and surplus, and if approved by a 
by-law sanctioned by a vote of not less than three- 
quarters of the members present at a general meeting 
with a quorum and duly called for considering the 
by-law, may equal 50 per cent of the paid up capital, 
Geposits and surplus. In lieu of a by-law the 
higher limit may be unanimously sanctioned in 
writing by the members. 


In Ontario the borrowing provisions are 
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very Similar and are found in Secs. 34 -and. 36 of the 
Act. Where the total sum borrowed exceeds 25 per 
cent of the capital deposited in surplus, approval 
must be given by a general meeting by a vote of 
not less than two-thirds of the members. 

Under the Quebec Syndicates Act, Sec, 16, 
the total amount of the sum borrowed by a credit unio 
shall not at any time exceed twice the amount of its 
special reserve fund or funds referred to in See nva9 
and of its paid up and unimpaired capital. 

In Nova Scotia, (Sec. 49 of the Act) with 
the consent of the Registrar of Credit Unions, a 
credit union may borrow moneys (a) not exceeding, 
in the aggregate, 25 per cent of its combined capital, 
surplus and deposits, upon a vote of at. least three 
fourts of the members of the board of directors; 
and (b) not exceeding, in the aggregate, 50 per cent 
of its combined capital, surplus and deposits, upon 
a resolution passed by three-fourths of the 
members present at an annual or special meeting 
called for the purpose of considering such a reso- 
lution shall be valid or acted upon unless the same 
has been passed by the affirmative votes of such 
number of members as constitute a quorum of the 


credit union. 


Investments 
As a general rule credit unions may invest 
any of their funds not required for making loans in 


sovernment securities, central credit unions, other 
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co-operatives and in property to be used by the 
6Gecig ynAlon, «.luipeo. nue Ceuells.are, geh.0uU 
Seek -VOtor the Act seo Albena credit patos may 
trivest in _paid.uo «shares,of ,other credi 
which.are approved for that purpose -by the .super- 
Visor and in any .investments authorized. by, the .Trustee 
Ret c(Seci°19)., 

In Saskatchewan (Act, Sec, 19(f))} 
securities inJjwhieh credit unions .may invest 
is very wide. , However. «the total amount .of dnvesu- 
ments made by wa.-eredlt Minton. nursyan’..GoO thar pros 
Visiows, other than, stocks. bonds or sequnit Les 
of the Government of Canada on,ef Saskatchewan, 


must not exceed 50 ver cent of the credit union's 


In Manitoba (Sec. 4)"the powers of a 
erecit union include investment in any legal 


fnvestments authorizec by law for trust funcs in 
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to meet membersnid requiremen 
co-operative corporations. 

In Ontario wide powers of investment 
are given’and are set out in detail in the briet, 
to 43. The safeguards set out on vage 43 


shoule be notec in particular. 


In Quebec investments permitted by creciv 


Soecial reference is made to investments for 
erection or repair of churches and other religious 


purposes. 
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In Nova Scotia (prief, p. 37) the Credit 
Union Act limits each credit union to the types of 
investment it can purchase. These are the shares and 
Geposit receipts of the Credit Union League and any 
legal investments authorized by law for trust funds 
in Nova Scotia. Apart from investments with the 
League the most common forms are bonds of the 
Government of Canada and of the Province of Nova 
Scotia and debentures of trust companies and savings 
and loan associations, It 18 noted that av the 50th 
of ‘September, 1961, credit uhions in Nova Scotia had 
$469,666 in investments of which about $300,000 was 


represented by League shares (36). 


Distribution of Surplus 


The underlying principle here is that the 
members of the credit union should secure credit 
as anearly as,possible at cost. Although, the specific 
statutory. provisions in the various provinces, differ, 
the general, practice is that after operating expenses 
tneluding salaries, office costs and,.cost, of .porrowed 
money are paid, .a portion of the balance is placed 
in reserve, a reasonable cividend is paid on shares 
ane a .refund.is made to members on borrower interest. 
In British Columbia details are set forth 
Wy eece si se 1 ono phe ACU. 1h A lLpepva sce Dros 
visions regarding distribution of.surplus are set 
out in secs. 45 and 46.of the Act,. They.illustrate 
the attempt which is made to arrive at equity. Under 


Sec. 45 after making provision for the reserve fund 
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1 as required.by the Act, and for the educational 

2 fund.if any,,,.the board may,declare,a.dividend, from the 
3 remainder-of the surplus. This recommendation is taken 
4 to the annual meeting and the members may not incréase 
5 the dividend but may reduce it on a two-thirds 

6 ma jority.vote.. The dividend, authorized. at the 

7 meeting..is paid on all shares. However, where a 


aiungend ofanot. Jesa.chbeah > percent’ is authorized. 
ae. DOATS. meajeit, the Surpolus .ic0 pernits .ceclare 
and.allot,a.rebate of interest paid on loans of all 
members during the preceding fiscal year. 

The. unique. method of. distributing the 
surplus. of. a. credit, union,is well illustrated by 
SeCeurOs Of.the. Saskatchewan Act... It,prevides that 
after making, provision. for..a. reserve, fund, the, payment 
of..diniaends on.ushames,..an educational fund,, if any, 
aidan sneréoenceyntund, olf) anys: theorems tnderiy.vit any, 
of the surplus ,shall..be, divided, among. the. members 
as a, borrower Gividend in proportion to. the amount 
ot. interest, paid bo them. .b0 the credit, union.on 
all,toans. or on specified classes of loans during 
the preceding fiscal year. 

In Ontario (84) the Credit. Union Act (Sec. 
23(1)) provides that every credit union shall set 
aside at least 20 per cent. of its yearly net surplus 
aS.-a guarantee..fund to.meet.losses ,until it .equals 
at least,.10.per cent, of the total amount received 
from members on deposit and as payment for shares. 
Frequently .(85). after this,allocation to the 


cuarantee fund and the distribution of the surplus 
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is made by way of dividends on shares and rebates 
on loan interest paid, there is a balance left in 
the undivided earnings account. An increasing 
number of credit unions are making a practice of 
building this account up as a reserve fund to-be 
available for future use as the membership might 
determine. 

The distribution of earnings in Manitoba an 
Ontario is subject to almost identical requirements 
(see Manitoba Act, Sec. 46). 

In Quebec after providing for reserve 
funds the annual meeting determines the amount of 
the surplus to be allotted. The guiding principle is, 
however, that no profit should be made (brief, 44). 

In Nova Scotia the provisions regarding 
distribution emphasize the importance given to 
education, The Act provides that after setting aside 
20 per cent of the surplus until the guarantee fund 
is equal to not less than 10 per cent of the assets, 
the annual meeting may authorize a dividend on 
Shares not exceeding 5 per cent per annum. Then if 
the bylaws so provide an amount not exceeding 10 per 
cent of the surplus may be set aside for an educationa 
fund. The Act then provides that after making 
provision for a euarantee func, the payment of 
dividends and shares, an educational fund, if any, 
and an emergency fund, if any, the remainder of the 
Surplus or such part as the members determine, shall 


be divided among the members as a borrower dividend. 
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Liquidity and Reserves 

In view of the services credit unions are 
required''to“-render, their LIGULGLLY DOBLt>TOM 1s OL 
course of the utmost importance. In Benéral 1 
may be said that their liquidity position depends 
on the following: cash on hand and in the bank, 
money in cash or shares in a central which is 
available, short term investments, Currency OL 
loans, the power to delay withdrawals of shares 
and deposits and net growth from share investments 
by members. 

The most complete and useful information 
regarding liquidity has been provided in the B.C. 
brief and supporting material, especially the Survey 
heport,"tingncial section Dp, “7 et seq where 
liquidity is defined as the ability of the credit 
union to provide cash to meet all withdrawals under 
Horiat concrc1One,. Le ro eTrsc necessary to em- 
Dhasize the fact that in a credit union the funds come 
from three sources only, from shares, deposits 
and borrowings limited by statute. In some provinces 
such aS B.C. the largest part comes from share capital 
Share capital is withdrawable but under the rules 
is subject to the approval of the directors who may 
require ninety cays' notice of intention to redeem 
Shares. Further notice may be required tl. Gne 
capital is impaired or if the inspector approves (11). 
The practice is, however, to withdraw shares on short 
notice. Formerly credit unions were required by 


Statute to have at least five per cent Of the share 
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capital in liquid reserve. By the 1961 Act this 
was increased to 8 per cent with power in the 
Lieutenant Governor to increase it to le per cent. 
This change arose out of the study by the survey 
committee. It is interesting to note’ that’ im:1958 
the survey committee found that. in 8.C. reserves 
at the end of the year exceeded statutory require- 
ments by 43.92 per cent (12). 

The second important source of funds is 
the deposits made by members. Credit unions must 
hold liquid reserves of 25 per cent against moneys 
on deposit withdrawable within one year (12). 

However, many credit unions in B.C. do not take 
deposits (12). 

The fthird:source: ofm-funds) ise:from 
borrowings. Generally such borrowings which credit 
unions engage in are limited to peak seasonal periods 
of demand for loans by their members. 

Liquidity reserves required by the Act must 
be retained in cash, on deposit with a bank or with a 
central’ credit union or:be anvested im securities of 
the Government of Canada or the province of British 
Columbia or securities, the principal and interest of which 
are guaranteed by either government. It will be noted 
therefore, that the liquidity and soundness of a 
central is of the utmost importance to the credit unions. 

The facet that loans are repayable ona 
Short term basis is important from a liquidity stand- 
point. In B.C., for instance, it was found from the 


Survey Report that 85 per cent of the total loans were 
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due ito be fully: repaid within twenty-seven months 
(13) (Survey°Report, |finaneial section p. 62). 
It will be generally noted across Canada that 
because of the liquidity required, loans have been 
of the personal short. term type. For statutory 
orovisions re liquidity and reserves, see Sec. 34 
Ofc Thec ACES 

In Alberta under Sec. 41A the board of 
Girectors is required in the manner prescribed by 
the standard bylaws to establish and maintain 
reserve funds against possible withdrawals from 
the’share and deposit accounts of members. Article 
XIDb-of. the standard bylaws sets out the requirements 
(S 1B). ‘Twenty per cent of the earnings are set 
aside im this fund until at least LO; per cent of 
the total shares and deposits held by the credit 
unions has been accumulated. When that potnt is 
reached, with the consent of the supervisor, no 
further: funds need be olaced in the reserve fund 
CS Al}iyv Itoisethe opinion ofathe cLeague that 10 per 
cent of total shares and ceposits provides adequate 
reserves for normal requirements in view of large 
cash holdings (12). 

It will bé notedythat according to the 
standard bylaws (S 1B) Article XII provides that 
reserves in cash or readily convertible investments 
equal to 5 per cent of share capital and 10 per cent 
of deposits must be separately maintainec. It 
should be noted that where a credit union permits 


the withdrawal of funds from deposit accounts by 
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Terente, Ontaric 
means of negotiable oréers, a reserve in cash or 
readily convertible investments equal to at least 
e> per cent of deposits shall-~be Separately maintained 
at all times in addition to reserve for paid up 
capital (Standard bylaws, Art.XII, Sec. 6, ss. Bye 

Share money may be withdrawn at any time 

but the board of directors may require ninety days' 
notice or additional notice if approved by the 
Supervisor. In the case of deposits money may be 
withdrawn at any time but the board may require 
thirty days' notice or such additional notice 
as may be approved by the supervisor (S 1B, standard 
bylaws, Arts. II and III). Alberta credit unions 
keep larger reserves than required by the bylaws. 
An analysis showed that cash reserves for total 
deposits Of shares stand at 7.1 per cent and of 
assets at 6.37 per cent. Investments stand at 
15.5 per cent of deposits and shares and 13.7 per 
cent of assets. The credit union analysis also shows 
the caily repayment rate on loans to vary from 
.26 per cent to .40 per cent of total loans. The 
average terms of loans is from one to one and a 
half years. The Alberta credit unions consider 
this ensures a high liquidity standard (16). 
Borrowing is the other source of funds and a credit 
union can borrow up to 25 per cent of its assets 
on a three-fourths vote of its directors or 5O per 
cent with the consent of three-fourths of the 
members present at an annual or special meeting. 


The borrowing powers are set out in Sec. 39 of the Act. 
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Saskatchewan -- Shares and deposits may 


be withdrawn on any day that.the office of a credit 
union is.open for business. .-However,..the directors 
may require up to ninety days'. notice in case of with<- 
Grawal of shares and to. thirty days with respect to 
deposits -..A.credit,.union.in.practice keeps .its ,funds 
sufficiently liquid to,meet.all.reasonable demands. 
Under Sec. {9 of the Act.every credit.,.union,is 
required to maintain a reserve to meet withdrawals 
of money in share or deposit account, consisting of 
cash on hand or in a chartered bank or in the 
Saskatchewan Co-operative Credit Society Limited. 
Such reserves shall not at the end of any calendar 
month be.less than 10.per cent of the ,liabilities of 
the credit unions to its members in respect. of 
shares and deposits at that time. However, .a 

larger percentage is required in the larger credit 
unions where so-called cheques are in use. Details 
are set Lowi in Gece 70. 00). COR sands Obe vie woe 
December 3lst, 1960 liquid assets in cash holdings 
Sree readily convertible investments of all 

credit unions in Saskatchewan amounted to 25.6 per 
cent.of the total assets.of all.credit unions.and 
this was considered adequate to meet.all ordinary 
demands for withdrawals by members and was more 

than required by the Act (24). Furthermore one 

of the purposes of establishing the mutual aid fund 
in 1953 was to. assist credit unions in.financial 
difficulties to maintain their solvency and,to meet 


the demands of their members for withdrawals of their 
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savings) (24 to 26). 

According to the Manitoba League brief, 
im. chéjrebhierescist nm cash or liquid reserve require- 
ment for credit unions in Manitoba. The actual 
reserve requirements vary. It has been found in 
practice that industrial credit unions may safely 
operate on a lower cash or liquid reserve . than 
those in rural areas as the demands of the latter 
rise at peak periods. The average cash and, liquid 
reserve ratios of credit unions in Manitoba. is 15 per 
Géevit Hietiethe: cash “in sliquid=reservesprome .in- 
adequate, loans are usually made on a short term 
basis from the central or the bank. About 10 per 
cent of the credit union assets normally are cash on 
hand or on deposit with the central or the bank. 
Usually another 5 per cent is normally available from 
securities easily saleable. 

It should be noted that the Act (S 46) 
does require a reserve to be built up from earnings 
but this is to be used as a reserve against bad 
loans (17). 

As in other provinces a credit union may 
require ninety days' notice of intention to withdraw 
shares anc thirty days' notice of intention to with- 
draw deposits and such additional notice as "in 
any given emergency, the directors may deem to be 
necessary" (Sec. 43). In Manitoba the average 
increase in share purchases from year to: year? 
(after allowing for the withdrawals during the year) 


is about 20 per cent. Share capital has been 
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doubling about every four years (26). A careful 
check is kept on loans to see that they are in 
ancurrent: pesitiion, 

Ontario -- In this province no legal 
reserve ratios are required and conventional reserve 
ratios vary and are adjusted by the experience of 
individual credit unions. In 1960 the statistics 
indicate that there was an overall average of 4.6 per 
cent of total assets as cash on hand and» in the 
bank and 4.7 per cent of total assets as deposits 
and shares in the Ontario Credit Union League and 
the Ontario Co-operative Credit Society. (This 
applies to 1027 credit unions). Loans made to 
credit unions in 1960 averaged 4.4 per cent of 
total liabilities. There are certain restrictions 
on borrowing found in Secs. 36 and 38 of the Act. 

A credit union may borrow up to 50 per cent of its 
capital deposits and surplus, but without membershino 
approval, may not borrow exceeding 25 per cent of 
its capital, deposits and surplus (36). Although 
there is no legislation governing cash and liquid 
reserves: for,»credit unions im Ontario, ,ittis 
reported that there has been no serious liquidity 
problem, credit unions having found ample sources 

of funds in the centrals. The following is taken 
from a report of the policy committee of the Ontario 
League dated September 9th, 1961: "Having regard 

to the fact that credit unions are autonomous bodies 
and that each credit union-may make provision for its 


own liquidity position, and that access to ample funds 
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is available to credit unions through the League 
central and other services, it is the opinion of 

the committee that, under the present circumstances, 
legislation to require all credit unions to maintain 
a certain’ proportion of their funds‘ in! liquid’ form 
is not necessary". 

In Ontario the practice is for’ member to 
withdraw shares on demand. However, under the bylaws 
Art’ Try ss.’S5 the voard orm directors’ may ‘require 
Sixty days' notice of intention to withdraw shares 
(54). In Ontario frequently following the dis- 
tribution of income by way of dividend’ on shares 
and rebate on loan interest a portion of the 
balance is put into a reserve fund to be available 
for the future as the membership might determine 
(85 and 86). 

In Quebec the statutory provisions are 
rather more flexible. Sec. 39 of the Co-operative 
Syndicates Act provides that a credit union may by 
bylaw order the creation out of a portion of its 
yearly income of one or more funds under such 
names as it may select, which funds cannot be wholly 
or partially divided among the members except in 
caise’ of dissolutton.~* The bylaws: shall’ prescribe 
the amount and the manner of forming such funds, 
their object and management, the conditions re- 
quired to vary the same, the proportion of the yearly 
income to be set apart for their accumulation and the 
amount they must respectively attain. Each credit 


union is required to apply at least 10 per cent of 
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its annual. income to the creation of such funds until 
they have reached an amount equal, to at least the 
maximum.of the liabilities represented at any time 
by the shares of the association and any other 
resources thereof. Many credit unions keep 5 per 
cent to 10 per cent of assets in cash. However, ther 
are periods when their assets may go below the 
prescribed reserve and at such times they borrow from 
the bank or the Quebec Central Credit Union (67 and 694). 
The total amount of the sum which a credit union 
can borrow shall not at any time exceed twice the 
amount of its special reserve fund created under 
sec. 39. Savings entrusted to a credit union by 
its members and loans entirely secured by the 
pledging of securities or moveable effects are not 
considered as borrowed sums (67). Great emphasis is 
placed on keeping loans current. Terms of repayment 
vary from twelve to thirty-six months. Many credit unions 
have a special delinquent loan committee (63). 

Nova Scotia -- there is no requirement in 
the Act respecting liquid reserves. However, it 
has been the practice of the Credit Union League 
ana the Government inspectors to encourage credit 
unions to keep 20 per cent of their assets in 
liquid form. The League has recommended that there 
Should be 5 per cent of assets in cash and the 
remaining in other investments and deposits with 
the League. This advice has been followed closely. 
During the past four years liquid assets have ranged 


from 17.9 per cent to 20.22 per cent (36). 
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It is the opinion of the Nova Scotia League that 
a system of deposit insurance is not significant in 


the credit union movement. 
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. SCHEDULE 3 


TO THE BRIEF OF NACCU TO 


THE ROYAL COMMISSION. ON BANKING AND FINANCE 


There appeared in the Financial Post, 
January 27th, 1962, a chart purporting to show the 
relative growth of credit unions in relation ive) 
trust companies and chartered banks, together with 
an article. The chart’ is reproduced on the 
following page. 

The Department of Co-operation and Co- 
operative Development in Saskatchewan is the only 
department supervising credit unions which has 
statisticians associated with it. Accordingly, we 
requested the Deputy Minister in Saskatchewan to 
have one of the statisticians examine the chart 
and the article and deal with the question of 
relative growth. Also attached is his nee, 
together with a chart prepared by him 


ana the supporting figures. 
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CHART BXTRACTED FROM PINANCIAL POST JANUARY 27th, 1962 


Index 1954=100 
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$500 millicn 


Trust Companies 


Chartered Banks 


1954 1955 1956 1957 1958 1959 1960 1961 


Figures for evedit unions and banks are savings deposits) for trust. companles, ordinary deposits. 
Source: Bank of Canada, Trust Companies Assoctation of Canada, Credit Unton National Assoctation (Canada), 


FP estimates 


For discussion of this chart see annexed material 
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PERSONAL SAVINGS IN BANKS, CREDIT UNIONS, 


AND TRUST COMPANIES: IN. CANADA 


The Financial Post (January 27, 1962) 
article "Most Canadians Still Sock Their Savings 
Into Banks", is on the whole a fair and accurate 
representation of the comparative growth positions 
of institutions accepting peronal savings in 
Canada. Its headline and body is not misleading 
but the diagram is incomplete through its emphasis 
on comparative growth without showing relative 
shares of total savings from year to year in those 
institutions. This report should supplement and 
complete the analysis by showing the growth of 
personal savings in credit unions, banks, and trust 
companies in absolute and per cent terms for each 
of 1l years beginning in 1951. 

There are some differences in sources and 
the types of data used in this report. Quebec 
Savings Banks have been omitted from the analysis 
to permit comparisons between savings institutions operating 
throughout Canada only. If it is felt that they are 
necessary to the analysis, dollar figures for the 
years described can be obtained from the Canada Year 
Book 1960, page 1154. The F. P. article states 
that index numbers were based at 1954 because "this 
was the first year trust companies made available 
Separate totals of ordinary savings deposits and 
guaranteed investment certificates". The base year 


1954 is reasonable in that it is a normal year in 
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terms of growth for the institutions. The writer 
was not able to obtain information from the Trust 
Companies Association of Canada, however, Bank 
of Canada Statistical Summaries show figures on 
trust company deposits which seam to be comparable, 
and are used in the attached schedule and diagram. 
If the figures are not thought to be comparable, 
the trust company amounts can be ignored leaving 
Still useful comparisons between savings in credit 
unions and chartered banks. The 1961 estimates 
have been taken from the article. 

The rough diagram and schedule which 
have been included in this report show that while 
credit union savings have grown rapidly in absolute 
terms, in relative terms they are still of minor 
Significance in relation to the positon of chartered 
banks. The schedule Personal Savings in Chartered 
Banks, Credit Unions and Trust Companies in Canada 
Shows dollar figures of personal savings in those 
institutions and the per cent shares for each of 
the yearly totals of the three. These totals and 
per cents should not be confused with, or compared 
with total personal savings in Canada. Chartered 
banks have dropped in their per cent share of 
personal savings over 10 per cent to 80.3 per cent in 
1961. Nevertheless, they have nearly doubled their 
savings with an increase of 3,303 million dollars 
from 1951 till 1961. Credit unions more than 
doubled their share of personal savings of under 


7 per cent in 1951 to over 14 per cent in 1961. 
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Trust companies absorbed the. remaining percentage 


lost by banks. .In absolute terms total, personal savings 


in these institutions nearly doubled in the eleven 


year period from 4,672 to 9,465 million dollars. 
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Credit Unions and Economic Activity 

It has been suggested that it might be 
useful to compare or correlate changes in gross national 
product and the money supply over a number of years 
as a beginning to a determination of the relative 
position of credit unions in terms of the growth 
of the whole economy. A study of this kind might be 
useful to a general analysis of savings and invest- 
ment, but its complexity and expense would prohibit 
it even before the really difficult job of delineating 
the determinants of relative positions for the 
various savings institutions. One must keep in mind 
that this type of study examines variations in the 
policies and operations of institutions on one hand, 
and changes in the tastes and preferences of the 
population on the other. A study of savings' behavior 
and its relationship to individual assets and 
motivational patterns of different soc 10-economic groups 
would have to be performed. Further study of varying 
institutional objectives would also be necessary, 
particularly in view of the limited goals of credit 
unions in comparison to banks and other financial 
institutions. A correlation study might provide 
some interesting relationships which may or may not 
be supported by qualitative analysis. To conclude, 
this type of study would be useful, but its expense 
and complexity compounded by uncertain results may 
not provide a useful return on the amount of time 


and expense required to do it properly. 
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- PERSONAL SAVINGS IN CHARTERED BANKS, 
CREDIT UNIONS AND TRUST COMPANIES 


IN CANADA 1951 - 1961 


MAL O° ones o f D. © TER Oge of Pie: 


Chartered Banks 
Savings 
% of Total 


Total 
Savings 
100% 


Trust Companies 
Deposits 
$  % of Total 


Credit Unions 
Shares & Deposits 
% of Total 


1951 334 70) 4,296 89.6 
1952 396 2.7 4,600 88.9 
1953 453 8.4 4,756 88.3 
1954 511 8.6 P18 87.4 
‘1955 603 9,3 5,633 86.6 
1956 710 1063 6 ,007 85.8 
1957 787 1.8 6,248 85.4 
1958 915 4S 6,844 84.4 
1959 1,056 13:7 6,900 8342 
1960 1,195 13.5 7.215 81.4 


1961 L 565 14.4 7,600 80. 3 


Sources: Statistical Summary, Bank of Canada 1960; Credit Unions in Canada 1960, 
Economics Division, Canada Department of Agriculture; 
Trust Companies Assets & Liabilities of Seventeen Companies, Deposits, 
Bank of Canada Statistical Summary, May 1961 
Financial Post, January 27, 1962, Estimates for 1961 
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SCHEDULE 4 
(Brief of National Association of Canadian 
Credit Unions to Royal Commission on 
Banking and Finance) 
SCHEDULE RE INCOME TAX RELATING TO CREDIT UNIONS 

As the question of imposing an income 
tax on credit unions is not specifically within the 
terms of reference of this Commission, it is 
respectfully submitted that recommendations on such 
a collateral issue should not be made. Consideration 
of.a broad policy of taxation would require a special 
enquiry at which credit unions would be given full 
notice and opportunity to prepare for and make full 
answer to any such proposal. 

However, this matter of taxation has been 
raised by members of the Commission during the hearing 
as relating to a possible advantage which credit 
unions enjoy in "competition" with financial 
institutions. It is dealt with in this memorandum 
to the extent deemed necessary to meet that possible 
contention. In the submission of the, credit unions 
the contention is untenable. Before examining 
the contention, however, it is relevant to consider 
the history of the exemption of credit unions from 
taxation under the Income Tax Act and the question 
whether or not they do have any income within the 
meaning of that act. 

History 
The income of credit unions and caisses 


populaires has, for good reason, long been exempt 
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from the payment of income tax. 

The Income War Tax Act ((1917) c. 28 as 
amended ) sec. 4 (q) exempted from taxation "the 
income of any banking institution organized under 
co-operative provincial legislation which derives 
its revenue from loans made primarily to members 
residing within the territorial limits within the 
province to which the institution is restricted 
from carrying on its business." The term "banking 
institution" found in sec. 4 (q) was apparently 
used on the ground that when the section was 
enacted credit union development had taken place 
chiefly in Quebec where credit unions were known 
as "caisses populaires" or "people's banks”. 

In 1945 the Royal Commission on Co- 
operatives made an intensive study of the tax 
position of credit unions and other co-operative 
organizations. Although many and vigorous were 
the protests made to the Commission against 
exemptions or concessions in favour of co- 
operatives generally, it is significant that the 
Commission was able to report as follows: (p. 52): 
"No submissions were made to the Commission from 
business interests expressing opposition to credit 
unions or claiming that credit unions should be 
taxed on the ground that they are competing with 
other types of business enterprise.” 

After considering a great deal of evidence 
regarding the specialized services which credit 


unions can and do render to their members, the 
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Commission made the following finding (p. 52): 
. We are satisfied that credit unions 
perform a highly useful function in assisting 
people who are unable to take effective advantage 
of savings and loan facilities provided by 
other lending institutions. We are also 
satisfied that credit unions are not displacing 
any other type of business enterprise, except 
to provide an alternative source of loans in 
a field where individual money lenders or 
lending institutions do not provide similar 
credit facilities at comparable net rates. 
It is clear; therefore,” that unions provide a 
useful supplement to other lending institutions 
and that the continued development of credit 
unions is desirable from the standpoint of 
the public interest.” 
It“is*aiso significant that the 
Commission not only recommended that the exemption 
under Sec. 4 (q) be continued, but that it be 
amended to make it clear (p. 53): "(a) that it 
includes federations whose membership may comprise 
other credit unions, co-operative associations, parishes, 
school districts and other similar bodies (b) that 
organizations excepted thereunder must derive 
their revenues primarily from loans made to members.” 
As an example of a federation performing 
the function of a central credit~-union for its 
members, the Commission mentioned the Saskatchewan 


Co-operative Credit Society Limited (p. 49). 
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Present Exemption 
The present exemptive provision in the 
Income Tax Act follows closely the recommendation 
of the Commission and is as follows: 
Sec. 62, ss.l, clause k -- "No tax is payable 
under this Part upon the taxable income of 
a person for a period when that person was 
a corporation or association incorporated 
or organized as a credit union or co- 
operative credit society if 
(1) it was restricted to carrying on business 
in one province and it derived its 
revenues primarily from 
(A) loans made to, or cashing cheques for, 
members residing within the province, 
(B) bonds of, or guaranteed by, the 
sovernment of Canada or a province, or 
(Cc) loans made to a co-operative credit 
society of which it is a member, or 
(ii) the members thereof were corporations or 
associations 
(A) incorporated or organized as credit 
unions eaten 1 a1 Of Wien 
derived their revenues primarily from 
loans made to members or from bonds 
of, or guaranteed by, the Government o 
Canada .or a province, 
(B) incorporated, organized or registered 
under provincial co-operative legis- 


lation or governed by such legislation, or 
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Terente, Ontario 
(Gy {ngorporated or organized for 
charitable purposes, or were corporations 
or associations no part of the income 
of which was payable to, or otherwise 
benefited personally, any shareholder 


or member thereof.” 


The Commission found that credit unions 
returned to their members a very high proportion of 
their surplus earnings. It found, however, that 
in some cases they retained amounts which appeared 
to be larger than required for reserves against bad 
loans and losses on the basis of past experience. 

The Commission considered, however, that it was 
not desirable to discourage the accumulation of 
reserves to protect the savings of members who, 
for the most part, received small or very moderate 
ineomes (bp. 53). 

Although the Royal Commission stated in 
1945 that it was clear that the continued development 
of credit unions was desirable from the standpoint 
of the public interest, it should be noted that by 
1960 in spite of their tax exempt position, only 
13.9 per cent of the population of Canada were members 
of credit. Unions. ‘LU is submitvec Unav titts “Is Uire 
percentage which needed these services and were pre- 
pared to go to the trouble of creating and operating 
these self help organizations. 

It is significant that the exemption relating 


to credit unions is grouped in section 62 of the Act 
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along with other organizations operating in the 
public interest and not engaged in business, includin 
boards of trade, charitable organizations, low cost 
housing corporations, non profit corporations for 
Scientific research, labour organizations, farmers' 
and fishermen's insurers and certain mutual insurance 
corporations. It is clear that the purpose of the 
exemption is to encourage the creation and operation 
of all of these organizations in the public interest 
and a recognition that credit unions are not engaged 
in any business yielding an income within the 

meaning of the Act. 

Credit Unions Do Not Have Income 

Section 62 (1) (k) of the Income Tax Act 
quoted above must be relied on only if a credit 
union has income. It is submitted that credit 
unions operate in such a manner that they do not, on 
the legal authorities hereinafter referred to, 
have any net income at all within the meaning of 
the Income Tax Act and apart altogether from the 
exemption provision are therefore not taxable. 

A useful test as to whether an amount 
received by the person has the quality of income was 
laid down by the Supreme Court of the United States 
by Mr. Justice Brandeis in the case of Brown v 
Helvering (1934, 291 U.S. 193). The test is as 
follows: "Is his right to it absolute and under no 
restriction, contractual or otherwise, as to its 
disposition, use or enjoyment? To put it in another 


way, can an amount in a taxpayer's hands be regarded 
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as an item of profit or gain from his business, as long 
as he holds it subject to specific and unfulfilled 
conditions and his right to retain it and apply it 

to his own use has not yet accrued and may never 
accrue?" This principle has been applied in taxation 
cases by the Canadian courts in Canadian Fruit 
Distributors Limited v Minister of National Revenue, 
1954 Ex. C.R. 551 and the Horse Co-operative 

Marketing Association Limited v Minister of National 
Revenue, 1956 Ex C.R. 393. 

It is submitted that under this test a 
credit union does not have income for the reasons 
stated below. In any event it is submitteaetnat 
a credit union has the essential elements to 
constitute a mutual and therefore has itself no 
income. 

In the case of Stanley Mutual Insurance 
Company v. Minister of National Revenue, 1953 1 
S.C.R. 442, Mr. Justice Locke in giving the judg- 
ment of the Court adopted the language of Lord 
Watson as follows: 

b When a number of individuals agree to 
contribute funds for a common purpose such as 
the payment of annuities or of capital sums 
to some or all of them on the occurrence of 
events certain or uncertain and stipulate 
that their contribution so far as not required 
for that purpose shall be repaid to them 
I cannot conceive why they should be regarded 


as profits .... In my opinion the member of 
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"the appellant company when he pays a 

premium makes a ratable contribution to 

a common fund in which he and his co-partner 

are jointly interested and which is divisible 

among them at the times and under the condi- 

tions specified in their policies." 

A society very ‘similar -to a‘credtt -urion 
was involved in the case of Bear and Others v 
Bromley (1952 Dis%@.B. 2L)e° othe “head “note in 
that case stated "A society consisting of more than 
twenty-five members, raised money by subscription 
amongst its shareholders and out of the money 
so raised made loans to its members at interest. 
Upon such loans premiums also were payable by monthly 
instalments and fines were incurred for default of 
payments. All the moneys arising from interest, 
premium and fines went into the general fund of 
the society." In that case it was held that the 
society was not a company "established for any 
purpose of profit" within the meaning of the 
ffand 8 ‘Vietorta “éy°P10"S YS ‘and “theréfore that 4¢ 
aid not require “to ‘be ‘registered “under that act. 
In’a credit -unton the “individuals “con- 

tributing to the funds for a common purpose and 
the individuals entitled to benefit therefrom are 
the same people, all being members. It is submitted 
that members of credit unions are in effect co- 
partners and the corporate credit union is a mere: 
agency or legal entity representing the aggregate 


of the members and the charter and bylaws are simply 
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machinery through which the members can conveniently 
carry out their mutual arrangement. 

There is a vast difference between an 
ordinary business enterprise established for the 
purpose of making a profit and a credit union. It 
will be recalled that the object of ‘a credit union 
is the promotion of thrift among its members and 
the creation ofa source’ of) credit: for its members 
at legitimate rates of interest exclusively for pro- 
vident and productive purposes. The method of 
eaeretitiicis for the members is to contribute to a 
fund for their mutual advantage. The credit union 
has no purpose of its own except as machinery in 
the: hands of its members. It has nothing left after 
the members get what they are entitled to either 
during operations or on winding up. It is at all 
times controlled by the users. The entire surplus 
arising from operations belongs to the members and 
is either used for their protection or on 
liquidation cismdistributed, to) them. ®t thas. not 
right to use reserves or undivided surplus for its 
Own use except as permitted by agreement of the 
members pursuant to the rules while it is operating. 
The case of the Vancouver School Teachers!' Medical 
Services Association v City of Vancouver and Donald 
W. McQueen 1960 21 DLR 355 is useful in showing the 
distinction between a business and a service 
association such as the teachers that organized for 
their mutual benefit. Although income tax was not 


involved, the judgment emphasizes the point that a 
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taxation statute must be strictly interpreted: 
Mo.adustice Coady in giving judgment stated that if 
the society was not carried-on,for: profit it was 
immaterial whether or not the individual members 
of the society obtained some benefit or advantage 
by reason of the activities of the society. -In a 
credit union the members do obtain mutual benefits 
but they are not engaged in business. in a normal 
Sense in which that word is used. There is no 
profit because (1) there are no persons from whom a 
profit can be made; (2) the credit union is not 
entitled to use the funds except for the security 
and benefit of members. 
Credit Unions Have No "Competitive" Advantage Taxwise 

The real, contention to be met is not.that 
credit unions have a tax advantage but rather 
whether by virtue of operating on a non-profit 
oriented basis they have advantages. 

That advantages accrue from operating 
at cost on a mutual basis, is self evident. How- 
ever, such advantage is relative. In calculating 
that acvantage, vis-a-vis the advantages of 
financial institutions which are profit oriented 
the following should be taken into account: 

a, Up to the present time, as far as we 

are aware, no one has publicly refuted or contested 
the finding of a Royal Commission on Co-operatives 
Which found after a thorough investigation that 
"the continued development of credit unions is 


desirable from the standpoint of the public interest" 
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and that tax exemption provisions should continue 
to apply to them. 

2% Credit unions are organized amongst person 
of modest means under provincial statutes so 
framed as to assure that they will operate solely 
for the promotion of thrift and be a source of 
eredit. at ee rates for provident and pro- 
ductive purposes amongst their members. 

3 § Credit unions operate almost entirely 
on the basis of using their own funds for their own 
members and do not seek to profit from using the 
funds of others. 

16, Credit unions perform a socially desirable 
function by providing loans which other institutions 
did not generally undertake until they were guaranteed 
in‘part by government (e.g. Fishermen's, Farm and Home 
Improvement loans). 

oS, Prokit: oriented financial institutions 
have income from which to pay tax. Generally they 
take the preferred risks or are compensated for 


extra risks by higher charges. 
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SCHEDULE 5 


(Brief of National Association of Canadian 
Credit Unions to Royal Commission on 
Banking and Finance) 

MEMORANDUM RE CREDIT UNION PROVINCIAL MUTUAL 


AID AND STABILIZATION FUNDS 


Provincial stabilization funds for credit 
unions are of rather recent origin in Canada, althoug 
in Saskatchewan and Prince Edward Island legislation 
providing for such funds has been in force for many 
years. In other provinces legislation has been 
enacted recently or is being contemplated. In 
Still other provinces voluntary provision is made 
for, such.funds./-There,is. little Uniformity. in 
these funds except that their general purpose is 
to strengthen the credit union movement in the 
various provinces. 

In Saskatchewan in 1952 the Credit Union 
Act was amended to provide for the establishment 
of a mutual aid fund, conditional upon at least two- 
thirds of the credit unions voting on the proposal 
being in favour of it. When the vote was taken 
approximately 80 per cent of the credit unions 
representing about 80 per cent of the members voted 
in favour of the establishment of the fund and it 
went into operation in 1953. The statutory provision 
relating to the fund are found in Sections 100 to 114 
of..the,Act.....The fund is administered by a mutual 


aid board consisting of five members appointed by the 
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Lieutenant Governor in Council. Three of the 
members are persons nominated by the board of 
directors of the Credit Union League of Saskatchewan 
and one nominated by the board of directdrs of 
Saskatchewan Co-operative Credit Society Limited. 
When the board was established the nominees of the 
League held office for three years, the nominee of 
the Credit Society for two years and the other 
member for one year, thereafter appointments were 
for three years. 

The fund was established for the purpose 
of protecting and stabilizing credit unions in 
financial difficulties and assisting in the payment 
of any losses suffered by members of credit unions 
in liquidation (Sec.101). 

Until the fund is equal to one per cent 
of the total assets from time to time of all credit 
unions incorporated under the Act, assessments are 
on the following basis: Each year the mutual aid 
board assesses and levies upon each credit union such 
Sum aS the board determines not exceeding 5 per cent 
of the surplus of the credit union. This is the net 
surplus arrived at after paying all expenses 
including interest, if any, on deposits and after 
making proper allowance for depreciation. 

In practice the assistance given by the mut 
aid board from the fund may take the form of interest 
free loans or loans at reduced rates, grants in 
aid and payments to members in lieu of the savings 


they may have with the credit union in the form of 
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Shares and deposits. A complete report of the Operatijons 


of the mutual aid board will be found in Schedule J, 
of the brief presented by the Commission by the 
Saskatchewan Credit Union League. 

The League reports that the mutual aid 
fund has safeguarded the solvency of credit unions 
in Saskatchewan since its inception and has increased 
confidence in the movement among both the members 
and the public. The League also reports that the 
fact that there has been no loss of member equities 
in any credit union in Saskatchewan since the 
inception of the movement in 1937 is due in no small 
measure to the operations of the mutual aid fund. It 
is the opinion of the League that the maintenance 
of the fund is essential to the welfare of credit 
unions under conditions that prevail in Saskatchewan 
and that it will help to assure the success of the 
movement in future. 

The Credit Union Societies Act of Prince 
Edward Island (R.S.P.E.I. 1951 c. 38) also contains 
detailed provisions for the establishment anda Ooperatio 
a stabilization fund for credit unions. The statutory 
provisions relating to the fund are found in Sec. 56 
to Sec. 68 of the Act. The fund known as the Credit 
Union Stabilization Fund is administered by a board 
consisting of the president, vice president, secretary 
and managing director of the Prince Edward Island 
Credit Union League. The objects of the fund are 
both preventive and remedial. The board may give 


assistance where there is an abnormal increase in 
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Gemand for withdrawals of deposits from a credit 
union or for the redemption of shares, in the event 
of the relocation, serious disruption or closure 
of anSoccupation or industry upon which the majority » 
of the members of the credit union are dependent 
for their livelihood, or it may also provide other 
help to credit unions in difficulty, and may in 
certain cases where a credit union is dissolved 
make payment from the fund for the purpose of paying 
all creditors including shareholders and depositors 
in the Suit ae of ssuchubiabibLities ..,ASait.appear 
that the Prince Edward Island League has not filed 
a brief with the Royal Commission, information is 
not available as to the actual operation of the 
stabilization fund. 

In British Columbia it was recognized 


that as credit unions grow in size and number, 


stability would be strengthened by provincial — 
reserve fund. Therefore, in 1959 at the instigation 
of the credit unions the Credit Union Reserve Board 


was created. The consent of 85 per cent in number 


and value of assets of credit unions was required 
before the amendment was proclaimed. Detailed 
statutory provisions relating to the board which 

is a body corporate are found in the B.C. credit 
Union Act, Secs. 78 to 89. The board consists 

of five members appointed by the Lieutenant Governor 
in Council and each member holds office for one 

year or until his successor is appointed. Three 


members are required to be representatives of the 
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credit union. The members of the board serve 
without remuneration and are entitled only to be 
reimbursed for out» of pocket: expenses. Credit 
unions are assessed annually by the board according 
to a formula set out in Sec. 80 of the Act. The 
fund 6reated is known as the Credit Union Provincial 
Reserve Fund. The uses to which it can be put are 
very significant and are set out in Sec. 83, ss. l 
as follows: 

i The Board may, in its discretion, make 
payments from the fund for the purpose of 
giving financial aid by way of loans and 
grants in aid, or, where in its opinion it 
is justified, a combination thereof, to 
a credit union which, in the opinion of 
the board is in financial difficulty and 
requires assistance from the fund in order 
to maintain its solvency, meet claims of 
its members for withdrawal of their aanaeciod, 
or to redeem all or some of its shares, or 
any or all of these things, if the board 
upon enquiry is reasonably satisfied that 
(a) the credit union applying for financial 

aid is about to be dissolved, wound 

up, or liquidated and that, without 
financial aid being given from the 
fund, an unreasonable delay will ensue, 
upon winding up or liquidation of the 
credit union in the repayment to 


the members thereof of the whole of their 
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4 deposits in and substantially the whole 
of the moneys invested by them in shares of 
the credit union; or 

(ob) the giving of financial aid from the 
fund to the credit union will prevent 
the winding up or liquidation of the 
credit union, and that the prevention 
will be to the benefit of the members 
of the credit union, and that any 
moneys loaned to the credit union 
by the board from the fund will be 
repaid; or 

(c) other conditions have given rise to 
the need for financial assistance and 
the making of the payment has been 


approved by the Lieutenant Governor 


in Council." 


Already assistance has been given to a 

number of credit unions. (See Schedule 12 B.C. 
Credit Union League brief). The board emphasizes 
its preventive rather than its remedial functions. 
It is sn ene that the credit unions themselves 
promoted the creation of the fund uy have urged 
that the board have even wider powers in the 
interests of the Sr ovine tal credit union movement as 
a whole. 

| Alberta credit unions have also created 
a stabilization fund. This was established on 


January lst, 1959. The League endeavoured to have 
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the details of the plan set forth in the Act but 
this was not possible. However, Sec. 79, ss. 3 
of the Act provides that a federation (a League ) 
that includes 60 per cent or more of the credit 
unions in Alberta may, with the consent of the 
supervisor, establish and administer a stabilization 
fund for the purpose of providing financial aid 
to credit unions. Sec. 41, ss4 provides that where 
a credit union is participating in a stabilization 
fund established pursuant to sec, 79, a sum not 
exceeding 5 per cent of the net earnings may be 
paid into the stabilization fund and the allocation 
to the reserve fund which is required by Sec. 41, 
ssl may be reduced by a like amount. Details of 
the plan are set out in Articles XXVIII to XXXII 
inclusive of the League constitution. Initially 
4t was planned to raise a fund of $100,000 but 
the objective has been raised to $200,000. All 
credit unions that are members of the League must 
participate in the plan and non League members may 
participate on a voluntary basis. The plan is 
administered by a board of trustees appointed 
by the directors of the League, the Central and 
the Minister. The stabilization fund gives four 
kinds of assistance, namely, liquidations, 
amalgamations, revivals and stabilization. To date 
the fund has assisted in six liquidations or) 
dissolutions and in each case has purchased the 
assets of the credit union dissolving and provided 


sufficient funds to pay all shareholders in full. 
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Although in Ontario a formal stabilization 
fund was not established until 1961; prior to that 
time the Credit Union League had on a number of 
occasions assumed the functions of stabilization 
service to credit unions by providing technical 
assistance, merger techniques and through the 
Sale and purchase of assets and other methods. 
In March of 1961 the League at its annual meeting 
authorized the board of directors to establish 
a Stabilization fund for the purpose of making 
loans, advances or grants in aid to participating 
credit unions, "that“in“-the “Opinion of the “board; 
are in findncial difficulties and require assistance 
from the fund in order to maintain their solvency 
and to meet claims of their members for withdrawal 
of their shares and deposits in the ordinary course 
of business and also assisting participating credit 
unions which are in the process of liquidation 
as a result of financial difficulties and are unable 
to meet, from their own resources, the claims of 
their members for withdrawals of shares and deposits 
by paying to such credit unions sums in lieu of 
their losses as the board deems fair and reasonable. 
Any credit union that is a member of the League may 
be entitled to participate. The fund is administered 
by the board of directors of the League. Partici- 
pating credit unions are required to invest in the 
fund one-half of one per cent of their shares and 
deposits or such lesser sum each year as may be 


determined by the directors of the League. On 
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September 9th, 1961, the board of directors deter- 
mined that credit unions desiring to participate 

in the fund would be required to invest on the 

basis of one-tenth of one per cent of shares and 
deposits as of December 3lst, 1960. By December 3lst, 
1961, four hundred and eighty five credit unions had 
applied for participation in the fund having 

invested $73,439.13. At the time the League filed its 
brief with the Royal Commission there had been no 
demands made against the funds eee Credit Union 
League brief, pages 57 to 60). 

It should be noted that in Manitoba under 
Sec. 46, ss. 9 a credit union can set up an extra- 
ordinary fund. Under Sec. 51, ss2, cl. (c) Nova 
Scotia credit unions can create an emergency fund. 
Under Sec. 39 of the Syndicates Act Quebec credit 
unions may eee special funds. 

While ultimately the possibility of: 
creating a voluntary national stabilization fund 
to permit the pooling of risk in accordance with 
credit union principle should be kept in mind, it 
would appear that provincial stabilization funds 
should be more firmly established before any 
extension is considered. 

One important characteristic of all these 
provincial stabilization funds is that they are 
designed to rehabilitate a credit union which gets in 
trouble, and are not limited merely to prevent 


losses to members. 
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SCHEDULE. 6 
(Brief of National Association of Canadian 
Radi Unions to Royal Commission on 


Banking and Finance) 


EXTERNAL CONTROL AND INSPECTION OF CREDIT UNIONS 
(Note - Briefs are not yet available from 
New Brunswick, Prince Edward Island and 
Newfoundland. Abbreviations are used to 
indicate provinces. Figures in brackets 


indicate page of brief. Other references 


are as indicated to provincial credit union actdq) 


The B. C. Credit Union Act (S. 41 and 42) 
provides for the appointment of an inspector of 
credit unions who shall, annually and more fre- 
quently if deemed necessary or expedient, visit 
and examine personally, or by someone authorized 
by him, every credit union. This inspection 
includes investigation of its books, accounts, 
assets, securities, documents and affairs, the 
condition and resources of the credit union 
generally and as to whether the requirements of its 
constitution and rules and of law have been 
complied with. The inspector has wide powers and 
also the minister, but safeguards are provided 
through an appeal to the court, in certain cases 
under the provisions of Section 44. As pointed 
out in the B. C. brief the inspector has also 
wide authority over the practices of credit unions 


as to borrowing, the lending, the keeping and the 
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Terente, Ontario 
supervision of its accounts and the payment of 
dividends as well as the power to order an audit. (8) 
Although most of the large credit unions now employ a 
independent qualified auditor, the Minister, being 
the Attorney General, has under Sec. 29, 88. 3 0OL, 
the Act, authority to require such an auditor to 
be appointed by all credit unions of »such,,size-.or 
type as he may deem advisable. 

The Alberta Act also provides for the appoint- 
ment of a supervisor of credit unions (S. 4) who 
shall examine the affairs of each credit union each 
year. The credit union is required to produce all 
books, documents and other papers as required and 
officers of the credit union must submit to 
examination under oath. Subject to the Lieutenant - 
Governor in Council, the standard bylaws may require 
that a credit union with a share capital and 
deposits exceeding such amount as may be set out 
from time to time in the standard bylaws, appoint 
chartered accountants or qualified persons approved 
in either case by the supervisor to conduct an 
annual audit of the credit union in a manner 
approved by the supervisor. It should also be 
noted that when, in the opinion of the supervisor, 
the affairs of any credit union require immediate 
investigation in order to safeguard the interests 
of the members, the supervisor may order that an 
audit be made at the expense of the credit union by 
a phantefed accountant or any qualified person (S.67) 


The Supervisor has other important duties including 
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the approval cr rejection of an application for 
incorporation, 

Under the Saskatchewan Act, the super- 
vising officer is the Registrar and his inspection 
duties under Sec. 92 are almost identical with those 
of the supervisor under the Alberta Act. It should 
be noted that under the Saskatchewan Act when the 
memorandum of association has been filed, the 
Registrar, if satisfied that incorporation 
is economically advisable and if he otherwise 
approves. of incorporation, shall issue a certificate 
of incorporation. Under the Saskatchewn Act the 
Deputy Minister of Co-operation and Co-operative 
Development is the Registrar of Credit Unions. He 
has wide powers and important duties including 
the following: the preparation of standard bylaws 
(sec. 16) which must be approved by the Lieutenant- 
Governor-in-Council, the approval of supplemental bylaws 
(S. 16), the approval of superannuation societies 
in which the credit union may become a member (S. 18 
ss.1), the approval of certain loans under certain 
conditions (S.19 and 61), the approval of deferment of 
charges to the reserve fund (S.74), the approval of 
the appointment of auditors in GeteREn aa es (S376); 
the approval of the form of orders for withdrawing 
funds from credit unions (S.80 to 81), the appoint- 
ment of an administrator to protect the equities 
of the members of a credit union (S.93), ordering the 
dissolution of a credit union under certain conditions 


but subject to the approval of the Lieutenant Governor 
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Under Sec. 80 of the Manitoba Act the 
supervisor is required once in each se to inspect 
each credit union and investigate and examine all 
the business which has been carried on since the 
last inspection, to audit the books. and records of 
the credit union and to make a report to the Minister 
respecting each credit umion, showing its financial 
position and reporting as to the manner in which it 
has been carrying on its operations. The supervisor 
must satisfy himself that every credit union is 
carrying on it operation in accordance with the acts 
Which are applicable and with its bylaws, and report 
any infractions to the board of directors and, if 
not remedied, to the Minister. In addition the 
supervisor may order an independent audit. 

In Manitoba credit unions write down their 
fiscal assets using various percentages, depending 
upon the accounting practice of the particular credit 
union concerned. No fixed figure is required by 
the supervisor but if the credit union does not 
write off its assets on the basis considered by him t 
be reasonable, he will require the adoption of a 
percentage for audit purposes customarily 10 per cent 
to 15 per cent depending on the type of asset (35). 

The credit unions branch of the Department 
of Insurance of Ontario (as well as the Credit Union 
League) requires that the minimum potential member- 
Ship of a credit union be sufficient to produce an 
active group and the qualified officers are available 


to operate a proposed credit union (19). Under the 
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Ontario Act annual returns must be made by credit 
unions to the Ontario Department of Insurance (s.49). 
See secs. 50 and 51 re inspections, appointments of 
auditors and suspensions. The history of supervision 
by government departments in Ontario should be noted. 
The administration of credit unions was transferred 
from the Department of Agriculture to the Department 
of Insurance in 1953. A program of inspections was 
then instituted which was carried out until the 
number of credit unions became so great that it was 
impossible to give effective supervision. It was ther 
that the League surveyed the whole problem and 
assumed the expense and responsibility for more 
league inspectors as described tiple eta the section 
under democratic control and self discipline. It 
appears that in Ontario co-operation between 
government officials and credit union league officials 
is very close with the result that there is an 
effective supervision (23 to 29). 

Quebec's statutory provisions regarding 
inspection and control are found in the Quebec Co- 
operative Syndicates Act. By Sec. 35 a credit union 
is required at’ the end of, its fiscal year to submit 
a report regarding its affairs to the provincial 
treasurer. The credit union is also required to 
have the report audited by an inspector of a federatio 
organized under Sec. 49. This report must contain 
a summary statement of the assets and liabilities 
of the credit union, a statement of its operations 


for the year and all other information required by 
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the bylaws. Such report shall be attested under 
oath. Under Sec. 54, at the request of a federation, 
board of management or two-thirds of the members 
where they number less than twenty-five, the 
provincial treasurer may proceed to audit the 
Operations of a credit union. The provincial 
treasurer has wide power to appoint an auditor 
to enquire fully into the affairs of-a'icredit union. 
In addition, under Sec. 60, the Attorney General 
may appoint a person to make the examination audit 
of a credit union and he shall have the powers 
of an enquiry commission under the Public Enquiry 
Commission Act (Brief 5 and 22). 

Since the beginning of the credit union 
movement in Nova Scotia the provincial government has 
provided an inspection service to credit unions 
without charge (33). The province is divided into 
zones and inspectors are appointed for each zone. 
The inspectors attempt to inspect every credit union 
at least once a year and usually this objective is 
met. The’ serviteprovided is good. The inspection 
covers all aspects of the credit union's operations. 
There are only three inspectors and more will be 
required as credit unions grow (Brief 30 to 33) (See 


S.3 and 53 to 58). 


noid arebet B to tesupet odd ts He ,o8a sebnU .dtso 


« ; : J 4 8% 
. - € 7 
2 7 ' ‘o , : + 
% Va P : a, * < 4 yy - 4 : “patch A  Sohaeeats 
eae Mf 77 puwol® Dy wnordltish® 
TEA ¢/ na yy . 1] 


' 7 ‘hase “a 

‘ 4 

airmail 
i 


xebnu bedesdis od [fede ttoger dove .awsliyd end 


aredmem odd to ebrtdd-owd to tnemegsnsm to bisod 
edt .evit-ysnows madd aeel tedmun yedd erenw 

edt gtbus of besoorq yam rsuvasotd Istonivorg 
{Stonivorgq siT .motnu dibeto 6s to anotdsisqo 
sodibus as tnatogqs ot stewoq sbiw asd xysivesetd 
_fsotau dtbeto s to eristis edd otnt yitult exrtupnas og 
IgxoneD yentottA edt .00 .992 tebauy .nofdibbs al 
Sibus notcenitmexe edd exam oF noersq 8 Snloqgqs Yam 
erewog edd eved Ifsde on bos motay tibeto 6 ‘to 
yitupaa otidud sdd sebau mofaetmmoo yxtupns ms ‘to 
.(98 bas @ tetsa) toA noteatmmoo 

nota tibsro edt to antaniged edd sontea 
asc doemarevoy Lstontvorq sdt sttooa svow at Jnoemsvom 
enotay diberto ot sotvise soltoeqanl ms bebivorg 

otnkt bebivib et sontvorq saAT (88) anrsio dvondtiw 

, 908 dose tot bedntogqas ers arodosqenlt bas asnos 
aotauy dibero yroeve tosqent oF dqmedss etotosqant SAT 
at svittdoetdo atd? yvilsveu bis i1s9sy Ss S90 gasel Is 
notdoeqent esAT .boog ak bebivorg sofviea edT dont 
-eanotierego e'notnu dgibsro edd to atosges Ils arevon 
od [ffw evom bas earotoeqant serdd ylno ots eredT 
998) (f€ ot O€ tetra) worg smotny sdtbsio as bettupet 


(88 ot E@obas E02 


SCHEDULE 7 


TO THE BRIEF OF NACCU TO THE A.338 
ROYAL COMMISSION ON BANKING AND FINANCE Mg 


SCHEDULE OF APPROXIMATE BREAKDOWN OF ASSETS 
BY PROVINCES FOR DECEMBER 31, 1960 
material for paragraph 80, pages 37 and 38 of the Brief 
H COLUMBIA CREDIT UNIONS 
Assets and Liabilities $105 Million 


ities: Principal application of assets: 
cipal items: 
Shares $ 90. M Loans to members $290 30M 
Deposits 4 M Cash, till and bank .7 M 
Borrowings 5.4 M Central 8.7. 5M 
Reserves and other Investments (including 
retained income 5.0: Mi Central shares 1.1M) 2. 5°M 
Buildings and fixtures 3;02-M 


Balance - miscellaneous 


Of the 2.5 M. investment in securities by credit unions, 1.1 was invested in shares of 
1 and approximately .9 M represented the investment of three credit unions. The remainder 
sented investments of 44 credit unions some of which might include their investment in Central 


.. The figures on shares include endowment shares at gross and the figures on loans include 


1ent loans. The endowment shares represented a gross of 23 M and the net liability on endow- 
shares: waS.approximately 4 M so that there remained outstandin on endowment loans 19 M. 


CENTRAI, CREDIT UNION 
Assets. and Liabilities $11.6 Million 


lities: Principal application of assets: 
ncipal items: : 
Shares $ 1.1 M Loans to members $ 7.9 M 
Deposits : 9.6 M Cash and in bank 1.5 M 
Borrowings .5 M Investments 1.7 M 
Reserves, etc. 2M Building 4 M 


Balance - miscellaneous 


TA CREDIT UNIONS - (Appendix 9 to Brief ) 


' 


Assets and Liabilities $ 29.2 Million 


lities: Principal application of assets: 
ncipal Items: 
Shares ©. 24.3: Loans to members e) os 22o2°™ 
Deposits iio’ s Cash 1.8 M 
Accounts payable Investments 4.0 M 
(borrowed money?) 1: ich Real estate, furniture 
Guarantee Fund, un- and fixtures 1.0 M 
divided earnings, etc. 2.4 M Others .2M 
Stabilization Plan -05M 


1. Appendix 10 (a), (b).and (c) show the investment of various credit unions of various 
3 as well as distribution of their assets. 


XTA CENTRAL CREDIT UNION - (ex. 6 (b)) 
| Assets and Liabilities $2.5 Million 


ilities: Principal application of assets: 


ncipal items: 


' Members" deposit accts.$ 1.3 M Loans to members (of which 

| Shares 13. .44 M is individual mtge. 

-_ Reserves, undivided loans) $ 1.8 M 

surplus, etc. .08 M Cash in bank -4 M 

9 Investments 1M 
Buildings, etc. 09 M 
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SATCHEWAN CREDIT UNIONS (Figures taken from Inspector's report) A.339 
" e 


al Assets and Liabilities $88.8 Million 


i 
bilities: Principal application of assets: 
incipal items: . 
Shares $ 66.8 M Loans to members $35.0 ee 
(Endowments 4.4) (Endowments 3.2) 

Deposits 14. M Cash on hand and in bank 2.9 M 

Borrowings 3c 4M Deposits in S.C.C.S. 4.7. M 

Dividends payable 1.7 .M Investments: 

Reserves a re | Sitio. Suates 11.9 M 
Government bonds Daas oe 
Co-op Trust shares 3M 
Co-op Trust Invest. Cert. . 0) om 
Other 5.8 M 
¢ Land Bldg. furniture, etc. 2.3 SoM 


ps 
‘9 Balance miscellaneous 


SKATCHEWAN CO-OPERATIVE CREDIT SOCIETY (Figures taken from Superintendent of Insurance reports) 


fal Assets and Liabilities $24.8 Million 


abilities: Principal application of assets: 
Principal items: 

: Shares $12.6, M Loans to members $-.0 ACA 
4 Deposits 7.5 Cash in bank be ey | 
Borrowed money 3.4 0M Investments 8.4 M 

Security Reserves Balance miscellaneous 

; Guarantee Fund & 

a undivided surplus 13-8 

' | 

NITOBA CREDIT UNIONS (Figures from Manitoba Brief Schedules N and 0) 

tal Assets and Liabilities $42.4 Million 

te 

p ilities: Principal application of assets: 
Principal items: 

Shares S34 554M Loans to members Pits.) S50 eae 
Deposits 5.8 M Cash on hand, bank, Centrals 3the M 
vill Other liabilities 2.1°°M (Deposit in Central 1.2) 

3 Reserves & undis- Investments 23.6" M 

he tributed earnings 30° M (shares in Central .7) 

be Land, Building and fixtures 5. iM 

| Other assets .1 = M 
Balance miscellaneous 

INITOBA CREDIT SOCIETY (Ex. 0) 

tal Assets and Liabilities $1.9 Million 

it 

abilities: Principal application of assets: 

Principal items: 

| Shares $ wtp hi Loans to members $ 1.6 M 

Deposits 1,2 ™M Cash in banks .12 M 

Investments = 3.0m 


Balance miscellaneous 
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ARIO CREDIT UNIONS (Figures from Appendix 22 to Ontario Credit Union League brief ) 


ua r 
al Assets and Liabilities $176.5 Million 


bilities: Principal application of assets: 

emp SE ANUS PR) Opps t cation OL assets 

rincipal items: 
Shares $ 140.7 M Loans to members S:- 252°4/i6 
Deposits 10.7 ™M Cash in bank 8.1 M 
Borrowings 0.C.C.S. 1.6 M Investments: 
Borrowings 0.C.U.L. 552 ™M OS. 2+ 3". 2.0: om 
Other borrowings .8 M ee UTE See ere. 
Guarantee Fund 6.6 M Government bonds S47) eM 
Undivided earnings 976 M Other Lo) eM 
Various reserves and Land, buildings & equip. 104M 

i other liabilities .9 M Balance miscellaneous 

0 CO-OPERATIVE CREDIT SOCIETY (Brief, Ex. 5) 

al Assets and Liabilities $6.8 Million 

ilities: Principal application of assets: 

rincipal items; 

Shares $ .6 M Loans to members $ 5: 1M 

_—s- Deposits 5.2 M (CoOop 2.3, Credit 

: Bank loan 5 M Union 2.7) 

Debentures 4 M Cash on hand and in bank Re es 

Guarantee Fund and Investments: 

A Reserve .06 M Government & Municipal oe 

Co-operative ae | 


a Balance miscellaneous 

E 1. Loans to members in 1961 show Co-op 1 year or less .7 one to five years..9 million 
dit unions one year or less 2.4 million. 

: 


E 2. Members deposits 1961 show current accounts 2.7 M, special deposit accounts 2.4 M. 
ee month deposit accounts 2.7 M. 


E 4] The total assets in 1961 went up 2.5 M. 2.1 of which is reflected in members’ deposits. 


E 4. The discrepancy between the Credit Union League report of deposit in 0.C.C.S. and the 


! 
) 
| 


ii 
ARIO CREDIT UNION LEAGUE - LEAGUE CENTRAL DEPARTMENT (21st Annual Report Ontario Credit 
4 League ) 


: kegcte and Liabilities: 64:6 Million 
b 


q deposits shown in 0.C.C.S. statement may reflect deposits by co-operatives. 


ilities: Principal application of assets: 


Tincipal items: 
hy 


L Shares $ 25,4 M Loans to members $) @&.1, M 
Member guarantee aoQ, Cash in bank -4 M 
fund deposits Investments .O5 M 
Deposit accounts 1.2,. M Other assets .003 M 
Loans Te ae Balance miscellaneous 
Guarantee Fund & 
undivided earnings ‘aam 


| Balance miscellaneous 


E 1. The total assets of the League Central Department in 1961 increased 1.5 million mostly 
lected in members’ equities. On the assets side this was reflected in cash in bank and trust 
Panies and what is described as short term investments with any further description. 
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C CREDIT UNION LEAGUE (pages 73 and 74 Quebec Brief) A.3h1 


| Assets and Liabilities $38.7 Million 


blities! 
incipal items: 
Shires ; ae 
l’ oosits 
Rh crowed money 
R. serves 
Undivided earnings 


i me WN OO 
OrN WOO 


EC CENTRAL CREDIT UNION (page 77 of Brief) 


Rlities} 

incipal items: 
Shares $ .32 M 
Deposits .046M 
Borrowed money .05 M 
Reserves & surplus .02 M 


Balance miscellaneous 


: 

dlities: 

incipal items: 

| Shares $ 13.6 M 

Deposits .4 M 
3M 
6 M 


Borrowings 
Guarantee Reserve 
Undivided earnings 
& other liabilities ae 


| 


bilities: 
tincipal items: 


Shares $ 24 
Current accounts Seti 
(deposits) 

Call deposits oo 
Guarantee fund deposit 62 
3 year deposits 28 
5 year deposits 44 
Reserves ae) 
Surplus Miva 


Balance miscellaneous 


==. = SF= 


1 Assets and Liabilities $ .44 Million 


1 Assets and Liabilities $15.6 Million 


\1 Assets and Liabilities $2.9 Million 


== 


ee a ee 


Principal application of assets: 


Loans to members $ 
Cash 
Banks 
Investments: 
OC te WU: 
Government bonds 
Others 
Fixed assets 
Balance miscellaneous 


Principal application of assets: 


Loans to members $ 
Cash 

Investments 

Furniture and fixtures 

Balance miscellaneous 


) SCOTIA CREDIT UNIONS (Appendix, Table 2 Brief and Table IV) 


Principal application of assets: 


Loans to members $ 
Cash & deposits banks 
Deposit League Central 
Investments: 

Shares League Central 

Other investments 

Fixed assets 
Other assets 

Balance miscellaneous 


SCOTIA CREDIT UNION LEAGUE (Table 3 Brief as at April 30/61) 


Principal application of assets: 


Loans to members $ 
Cash on hand and in bank 
Short term investment Bank of 
Nova Scotia 
Investments: 
Market securities 
Mortgages 
Fixed assets 
Balance miscellaneous 
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Nethercut & Young A.3he2 


Terente, Ontario 


SCHEDULE 8 


(Brief of National Association of Canadian 
Credit Unions to Royal Commission on 


Banking and Finance) 


COMPARATIVE FIGURES ILLUSTRATING SEASONAL 


FLUCTUATIONS AND FLOW OF FUNDS 


Annexed are figures and charts as indicated, 
sllustrating the fluctuation of funds in the organiza- 
tions referred to in pages 38 and 4k OL 4brLec . 
They are in the following order: 
dee Photostatic copy of Schedule 14 from 
the brief of B.C. Central Credit Union, being 
chart and supporting figures for the years 
1954 to 1961 illustrating the periods when 
B.C. Central Credit Union's funds available 
for lending exceeded or were insufficient tO 
meet loans made, and also the seasonal Pree 
for funds and seasonal surpluses. It should 
be kept in mind that most credit unions in 
British Columbia deposit their Liquidity 
reserves and surpluses with the Central. 

cap A chart re Saskatchewan Credit Unions 
showing the total shares and deposits and 
loans outstanding 1950 to 1961 and the per- 
cent of shares and deposits out in loans 
during each year with supporting figures. 

33 Saskatchewan Co-operative Credit Society 


Limited, chart and supporting figures showing 
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Nethercut & Young 
A.343 


Terente, Ontario 
fluctuation in employment of members! funds 
and available pool of funds December 1954 
to December 1961 on a monthly basis. 

Ae Analysis of members' shares and deposits 
and loans to members Ontario Credit Union 
League Central monthly January 1950 to 
December 1961. 

oe Figures for Ontario Co-operative Credit 
Society on a monthly basis December 1954 to 
December 1961 showing fluctuation in employment 


of members! funds and available pool of funds. 
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(SCHEDULE 14) 


BRIEF OF B. C. CENTRAL CREDIT UNION 


FLUCTUATIONS IN EMPLOYMENT OF MEMBERS ° FUNDS 


AVAILABLE POOL OF FUNDS 


Deposits 
Less 20% 


Reserve 


2,090 ,632 
2, 295), 004 
2,278 ,028 
De ILO, La) 
2,410,635 
2218755 
2,281,328 
a.04F rt 
2,281 ,922 
2,476,435 
2,587 ,604 
2,139,910 
2,927 482 
2,794 ,000 
2.845 ,000 
2,969 ,000 
2 ,835 ,000 
2,647 ,000 
2,907 ,000 
2,882 ,000 
2,919 ,000 
3,086 ,000 
3,245 ,000 
34220 ,000 
3,969 ,000 
3,094 ,000 
3,766 ,000 
3,717 ,000 
Boo. .0U0 
3,005 ,000 
3,713,000 
3,504,000 
3,396 ,000 
3,861 ,000 
3,734,000 
4,150,000 
4,620 ,000 
4,382,000 
4,327 ,000 
4,507 ,000 
4,524,000 
4,418 ,000 
4,732,000 
4,582 ,000 
4,770 ,000 
5,208 ,000 
5,178,000 
5,305 ,000 
5 ,876 ,000 


Shares 


39F 45 
328250 
323,730 
356,300 
409 ,875 
421.700 
438 ,045 
443 445 
447 ,045 
449 ,570 
449 .205 
451.975 
453.705 
454 ,000 
464 ,000 
475 ,000 
577 ,000 
611 ,000 
638 ,000 
646 ,O00 
650 ,000 
759 .000 
760 O00 
767 ,000 
768 ,000 
675 ,000 
675 ,000 
677 000 
677 ,000 
719 ,000 
738 ,000 
739 ,000 
739 ,000 
742 ,000 
736 ,000 
737 ,000 
746 ,000 
746 ,000 
746 ,000 
747 ,000 
823 ,000 
849 ,000 
862 ,000 
866 ,000 
868 ,000 
869 ,000 
870 ,000 
873,000 
874 ,000 


Total 


2,412,767 
2,558,131 
2,601,758 


2.734 ,420 


2,820,510 
2,640 ,455 
2.719 ,373 
2,489 ,222 
2.728 ,967 
2,926,005 
3 036 869 
3,10 S50 
3 381.187 
3,248 ,000 
3 309 ,000 
3,444 ,000 
3,412 ,000 
3,258 ,000 
3.545 ,000 
3.528 ,000 
3,569 ,000 
3,845 ,000 
4,005 ,A00 
4,293 ,000 
4,737 ,000 
4,369 ,000 
4,441,000 
4,394,000 
4,232,000 
3,724 ,000 
4,451,000 
4,243,000 
4,135,000 
4,603 ,000 
4,470 ,000 
4,887 ,000 
5 ,366 ,000 
5 ,128 ,000 
5 ,073 ,000 
5 ,254 ,000 
5 ,347 ,000 
5,267 ,000 
5,594 ,000 
5 ,448 ,000 
5 ,638 ,000 
6,077 ,000 
6 ,048 ,000 
6,178,000 
6,750,000 


Loans 
to 
Members 


1,767,136 
1,700,251 
2,130,265 
2,268,099 
2,595 ,635 
2 802.627 
3 ,023 , 300 
2,910 ,106 
2,978 ,128 
3,086 ,162 
2,821,915 
2,678,441 
2,708 ,480 
2,845,000 
2,628 ,000 
2,653 ,000 
2,649 ,000 
3,081 ,000 
3,532 ,000 
3,706 ,000 
3 618 ,000 
3,596 ,000 
3,482 ,000 
3,202 ,000 
3,529 ,000 
3,262 ,000 
3,203 ,000 
3,585,000 
4,029 ,000 
4,690 ,000 
5,411,000 
5,526,000 
5,697 ,000 
5,977 ,000 
5,924 ,000 
5 ,503 ,000 
5,977 ,000 
5,478 ,000 
5 ,211 ,000 
5,171,000 
5 ,302 ,000 
5,774 ,000 
6,215,000 
6 325,000 
6,547,000 
6 ,470 ,000 
5,921 ,000 
5 ,300 ,000 
5,381,000 


Pool in 
Excess of 
Loans 


645 ,631 
857 ,880 
471,493 
466 ,321 
224 ,875 


214,954 
513,110 
672,707 
703 ,000 
681,000 
791 ,000 
763 ,000 
177,000 

13,000 


249 ,000 
523 ,000 
1,091,000 
1,208 ,000 
1,107 ,000 
1,238 ,000 
809 ,000 
203 ,000 


83 ,000 
45 ,000 


127 ,000 
878,000 
1,369 ,000 


A.3hh 


Loans in 
Excess of 
Pool 


162,172 
303 ,927 
420 ,884 
249,161 
160,157 


178 ,000 
49 ,000 


966 ,000 
960 ,000 
1,283,000 
1,562,000 
1,374,000 
1,454,000 
616 ,000 
611,000 
350 ,000 
138 ,000 


507 ,000 
621,000 
877 ,000 
909 ,000 
393 ,000 
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B. C. CENTRAL CREDIT UNION - continued 
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1960 


1961 


AVAILABLE POOL OF FUNDS 


Deposits 
Less 20% 


Reserve 


pn eps 

»290 ,900 

ery O00 

5,362; O00 

5,140,900 

Sool. ANN 
4 9872 000 
4,959,000 
5 313,000 
5,312 ,000 
5,614,900 
6,385 00 
6 06" 000 
eeu , 00 
6,960 ,O00 
5,922,000 
6 , 13900 
6, 282 , 0 


d 
5 91900 
6,202 900 
6,402 ,900 


9 


6 R20 N00 


6x82 390 
7,71 100 

, 926, WO 
70% 40 
8,174,000 
7,718,090 
7 ; ANB 00 
7,678, 900 
7 993900 


8.40 


WD 


Shares 


874 ,000 
876,000 
881,000 
882,00 
961,000 
983,000 
987 ,000 
990 ,N00 

1,001,000 

1,904 ,000 

1,007,000 

1,008 ,000 

1,019 ,000 

1,023,000 

1,023,000 

1,023,000 

1,100 ,000 

1,136 ,000 

1,146,000 

1,147,000 

1,147 ,000 

1,150 ,000 

1,151,000 

1,152 ,000 

1,153,000 

1,204,000 

1,204,000 

1,204,000 

1,368,000 

1,398,000 

1,402,000 

1,400 ,000 

1,401,000 

1,403 ,000 

1,413,000 

1,415,000 


Total 


6,177,000 
6,166,000 
6 ,689 ,000 
6,244,000 
6,101,000 
6 ere OO 
5 859,000 
5,949,900 


7] 
6,314,000 
6.376, G00 
6,621,000 
1 ts, OOO 
7 4082 900 
6,930,900 
7,983,000 
6,945 ,Q00 
i 7230 , 900 
418,000 
062 ,900 
349 000 
7,549 900 
7,97, 900 
8.004 900 

BERR SOO 
8.670.000 
8,786,000 
9,378,900 
8,922,900 
8,976,000 
See ONS 
Big ‘9 se. 
9,785,000 
10,103,900 
10,910 ,900 
10 ,633 ,000 


é) 


11,220,000 


9 


a 
a 
7, 
9 


Loans 
to 
Members 


5 ,198 ,000 
5,086,000 
5,490 ,000 
5,964 ,000 
6 , 309 N00 
7,037 ,900 
7,818,000 
8 ,296 ,000 
8,534,000 
8,198,000 
7,792,000 
7,989 ,000 
8 ,030 ,000 
7 ,862 ,000 
8,106 ,000 
7,999 ,000 
8,323 ,000 
8,675 ,000 
9,124 ,000 
8,952,000 
9,279 ,000 
8 ,382 ,000 
7,962,000 
7,965 ,000 
7,500 ,000 
7,034,000 
7,446,000 
7,294 ,000 
7,670 ,000 
8,993 ,000 
9,827 ,000 
11,004 ,000 
11,205,000 
10,547,000 
10,191,000 
9,585 ,000 


A.3h5 


Pool it * 
Excess of 
Loans 


979 ,000 
1,080 ,000 
1,199 ,000 

280 ,000 


42,000 
888 ,000 
1,179,000 
1,752,000 
1,932,000 
1,628,000 
1,306 ,000 
83,000 


442,000 
1,635,000 


Loans in 
Excess of 


hs Mae Oe 


208 ,000 

663,000 
1,959,000 
2,347,000 
2,220 ,000 
1,882,000 
1,171,000 

596,000 

948 ,000 

932,000 
1,023,000 
1,054,000 
1,09% ,000 
1957 000 
2,062,000 
1,603 ,000 
1,730,000 

412,000 


520,900 
1,212,000 
1,100,000 

537 ,000 
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SASKATCHEWAN CREDIT UNIONS 
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A352 
SASKATCHEWAN CO-OPERATIVE CREDIT SOCIETY LIMITED 


FLUCTUATIONS IN EMPLOYMENT OF MFMBERS*“ FUNDS 


AVAILABLE POOL OF FUNDS 


DEPOSITS LESS LOANS TO 

20% RESERVE SHARES TOTAL MEMBERS 
Dec. 1954 2,109,516 3,616,660 5, 726,176 4,790,792 
Jan. AIDS 2,279 ,234 3, 482/230 5,961 ,964 4,249 ,005 
Feb. PAM Ne yore 1 18 3.,,822),030 5 ,897 , 440 4,401 ,846 
Mar. 15,858,731 3,869 .780 5,728), Skt 4,190,175 
Apr. 1,830,802 3,896,520 57a, 322 5,138 , 426 
May 1,49 ,441 3,915 ,560 5,865,001 6 ,299 ,379 
June 2,804,395 4,070 .900 6 ,875 ,295 8 ,067 ,448 
July 3 OST, EL 4,173 .260 7 5273;, 03% 7 757 gu5e 
Aug. 3,037,039 4,456,040 7,493,079 8,191 388 
Sept 2), 3235 , 879 4.447 .270 6,771,149 5,332 ;96} 
Oct. 2,597 ,606 4 443 .900 7,041 ,506 4,679 ,066 
Nov. 2,733,800 4,508 .710 7,242 ,510 4,539 271 
Dec. 3,184 ,023 4.514.460 7,698 .483 4.342 .027 
Jan. 1956 2,303,574 4.559 .130 6 ,863 , 704 5 G27 7GL6 
Feb. 2,190 ,698 4, 613.440 6 ,804 ,138 6.197 ,147 
Mar. 2 ,386 ,N85 4.687 .360 7,073 ,445 § 2135577 
Apr. 2 yaad ISS 4.759.180 6,983 ,163 6 ,973 ,940 
May 2,386 ,474 4,815 390 7,201,864 7 124,009 
June 3,664,489 5 ,082 .310 8,746,799 9,147 ,699 
July 3,418 ,131 5,420 ,190 8,838,321 9 024 ,N07 
Aug. 3,327,420 5 ,505 ,300 8,832,720 8,945,811 
Sept 3,179,394 5,523,670 8,703 ,064 6,547,542 
Oct. 2,895,916 5 {35309350 8,426 ,266 6 ,077 ,236 
Nov. 2,894,558 5,537,890 8 ,432 ,448 5 ,8324,452 
Dec. 3,634 ,388 5,258 ,650 8 893 ,038 4,684,057 
Jan. 1957 2,935,282 5 ,354.640 8 ,290 ,922 6,039 ,063 
Feb. 3,110,840 5 ,465 ,020 8,575,860 6,738,392 
Mar. 3,363,051 5,527,620 8,890,671 6,873,603 
Apr. 3,924,576 5,541,410 8,565,986 8,151,092 
May 2,411,083 5,544,170 8,056,153 7,875,692 
June 3,511,806 5,629 , 180 9,131,986 95154473 
July 3, 280 ,938 5,651,490 8,932,428 8,844,595 
Aug. 4,337,542 5,732,560 8,970,071 8,753,341 
Sept 3,156,829 5,789,190 8,946,019 7,619 , 586 
Oct. 2,913,294 5,813,850 8,727,144 7,353,804 
Nov. 3,570 ,N97 5,848,910 9,419,007 7,773,660 
Dec. 4,802,518 5,993,330 10,795 ,848 9,146,278 
Jan. 1958 4,743,371 6 ,208 ,070 10,951,441 10,148 ,342 
Feb. 3,754,812 6,566), 390 10 , 321,202 9 433,898 
Mar. 4,856 ,698 6 ,805 ,970 11,662,668 8,624 , 762 
Apr. 4,003 ,964 6,946,130 10,950,094 11-221.547 
May 3,487 ,800 7,011,950 10,499 ,750 1) ,447 ,081 
June 4,076,256 T,180 ,290 11,256,446 13,434,269 
July 5 , 167 ,364 7,490 ,490 12 ,657 ,854 13 ,930 ,885 
Aug. 5,959,595 8,130,910 13,190,505 14,528,959 
Sept. 4,880 ,917 8,262,780 13,143,697 14,603 ,048 
Oct. 4,794,167 8,395 ,940 13,100,107 14,554,953 
Nov. 6,655,312 8,369 ,390 15,924,702 13,595,663 
Dec. (PELE IES 8,59 ,540 15,892,846 16,923,441 


er oe ioe 
ile e808, ten, 
a ma eee 
Be we Hs BBR, BOA. T 
poh <f Dk eal 
Ch 4 os 
“ot y a OD 
a ae 
ae, be ane nes 8 
czy, SMe ogee ai8)8 
Pan. Su ete, BhOS® ti, ev, css 8 
Crise yt eee sn “Shee Ct Ss OB ; 
Oa BES. TTO,a as ARNG 
eet: “ Set, ses, e BRE. SER, e: 
Wada ie: RE, PR Sb BEN, 808.8 
Mae E80, £0.90 SGP, ORE, 2 
see SOF, BET 0 098,717, 8 
be ee £09,293 ,0 Le, 098: 8 
a. Sen, 12h.8 ARO, zara 
A S8a, aya, y 2 ape, 8 
, Ev, SPE. o aba. Tete 
‘ 2OP ARS 8 BSP, Se, 8 
IPE Ecy8- IyN OVO, 8 
8B2,0t0.¢ CFO, abe, 8 
vn BOR, EZE SS BAL, YST 8 
( 080, ENN ot YU, erp, © 


BPE, ANT, 0 


ShE, BRE OF 
808 EES OC 
Sev 690.8 
THE, (SS. fl 
[60 ,Vhe, £t 
POS BED, Ef 
288. O€O Ff! 
eee ase ht 
SRO, FOG bf 
G20 hee ar 
Eda. P Ce e1 
[hh FSO, ot 


Sh8, 200, Ot 
Ihp, 120,08 


sos, Pst, Ob 


&9a, 60,14 
BON OL? OF 
OAV 20h, OL 
Off, OC8, £1 
hAB, Vad, ST 
20e OL. EF 
YOO SERS EL 
TOT .O0F Ef 
SMT ASO at 
AFF, SOR FL 


ee 
oY Bae 


bar, 21@,£. 
000°. oro, b 


SEER. 


An, ebb 
ors. ThA, h 
O00. EDA, & 


~ OFT BOR Sh 


Ooh, BIt.s 
OL. O22. b 


errs garry 


ORB ELa_ bo. 


O6E. TBA. b 
OBL. O27, hb 

HOF 7tB b 
OLE. SRO, 2 
O81, OSbL 2. 
OOF , 202, 2 


Ge. ee ¥ 
Ohba. BPE. 2 
ASO, Zan, ? 
OS, TS2,2 
Oth LBP 2 
OVL, baal e 
O81 Oa, 2 


; 


’ 
i 


Op, Teaye 


O67 SEN 2 


_ Cet, PRT, 2 
ORR, £18, 2 


PLO, BHR, 2 
O8E £00, a 
OYO, BOS 
OVE 60? a 
OVE, 208, 6 
GFL abOLe 
One, £10,° 
O01, O81,9 
Hep, NED, T 
OO OEL,8 
O8Y SAS, 8 
ORO, 208 8 
O&€ CAE BR 
Oe , OA? RK 


‘ 
Rs es) ee oh 


te ata iy 


8, 


E8Q, ess, 


BT ARES 


OSb, bO0,€ 
4LEL, BED, Paik 
08%, TSE LE! 
bE, evr, ee 
ate, 208.8 - 


£20, TLS te 


ave, PSO. F ” 
£80 17,5 


GOR 11? F 


“BED ae. ae 
{te gteb, " 


pcr. APH 


POL ETO, 4k.) 
“ron ave —— 


Biz, Sng, » 
ive ERT bs 
STB AAT E 
804, dt, b 
de, £00, $ 
008, 18d, € 
d28, 070,46 
Poe, Yolr,2 
2020, 020,2 
TiO, 085, h 
VoL, POT Pp 
SIE, 274,06 
ACF FREY 


“hee, EOF. ani 
800,091, 8)—. +3 
‘28, pales pleat 


ret 


BeOLr 


Be? ita J 
8 


A.353 


SASKATCHEWAN CO-OPERATIVE CREDIT SOCIETY LIMITED (continued) 


DEPOSITS LESS LOANS TO 

20% RESERVE SHARES TOTAL MEMBERS 
Jan. 1959 6,736,180 8 830,330 15,566,510 15,990,570 
Feb. 6, 213,852 9,233,660 15,447,512 15,943,152 
Mar. 6,373,364 9,434,820 15 ,808 ,184 14,422,303 
Apr. 4,936,558 9,712,690 14,649 248 14,797,425 
May 4,329,934 9,799 ,030 14 328 ,964 11,055,223 
June 6,302,516 9,836,090 16,138,606 12,314,152 
July 6,064,420 10,109 ,610 16,174 ,030 11,646,961 
Aug. 5,917,124 10 ,427,910 16,345 ,034 9,921,883 
Sept. 5,032,018 10 460,760 15,492,778 8,325,001 
Oct. 4,020,277 10 ,430 ,810 14,451,087 9,792,626 
Nov. 5,679,754 10,488 ,810 16,168 ,564 12,119,979 
Dec. 5 526.053 10 ,492, 650 16,018,703 10,606,442 
Jan. 1960 4,581 ,088 10 ,669 ,080 15,250,168 10,994,399 
Feb. 3,879,147 10,795,740 14,674,887 10,689 , 433 
Mar. 5,000 ,064 10,982,940 15,983 ,004 13,424,649 
Apr. 3,939,756 11,016,540 14,956,296 13,507,292 
May 3,669,476 11,144,500 14,815,976 13,999 356 
June 4,423,800 11,288,440 15,712,240 14,689,493 
July 5,436,191 11,587,050 17,023,241 16,008,293 
Aug. 5,050,314 11,960,350 17,010,664 eeu eb aie te 
Sept. 5,814,060 12,316,550 18,130,610 15,310,851 
Oct. 5,487,943 12,578,540 18 ,066 ,483 13 295,116 
Nov. 5,240 ,883 12,735 ,940 17,976,823 15,996,601 
Dec. 5,983 ,043 12,571,680 18,554,723 14,381,097 
Jan. 1961 6,270,949 12,934,590 19,205 ,539 16,348,874 
Feb. 5,939,548 13,234,100 19,173 ,648 15,908,641 
Mar. 4,945 ,018 13,597,340 18,542,358 15,587,699 
Apr. 4,480,544 13,661,660 18,142,204 16,046,827 
May 3,927,971 13,684,590 17,612,561 15,203,899 
June 4,555,481 13,717,550 18,273,031 15,738,516 
July 7,769,346 14,204,130 21,973,476 19,424,356 
Aug. 6,876 667 14,684,730 21,561,397 18,827,065 
Sept. 7,289,550 15,267,790 22,557,340 19,929,734 
Oct. 7,259 ,056 15,524,960 22,784,016 19 002,323 
Nov. 8,125,528 15,793,840 23,919 368 18,933,254 
Dec. 9,003,712 16,360,090 25,363,802 16,491,150 
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2,986,094 
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SCHEDULE 9 

| TO THE BRIEF OF NACCU TO \.366 

| THE ROYAL COMMISSION ON BANKING AND FINANCE é 
] 
: 


Source material re figures appearing page 40 of Brief with respect 
to the growth of shares and deposits for the past five years. 


5 IN MILLIONS OF DOLLARS 


5 B. C. CENTRAL 
Bixioxs eres eee eae saanit ontbs See > Se ae 


“Central's 1956 a2. 2.4 (From answer to 1956 .8 S4 
rs to question- 1957 51.4 Le questionnaire share 1957 .8 5.8 
consolidated 1958 64.4 3.6 & deposit liability 1958 .9 7.2 
ice sheets) 1959 CS 4.7 P. tT and 8) 1959 120 (oes 
| 1960 90. 4.3 1960 Le 9.6 
ALA ALBERTA CENTRAL 
T UNIONS | CREDIT UNION 
annual reports. 1956 rg .9 (From annual reports 1956 a5 O04 
berta Credit pane eM 13.8 .8 of the Alberta 1957 .6 sie! 
is published by 1958 Fv. 0 1.0 Central Credit Union 1958 29 .OO1 
1959 20.6 1.0 Limited) 1959 1-0 io 
1960 24.4 1.4 1960 eae 6 
SASKATCHEWAN CO-OP 
CREDIT SOCIETY 
1956 28.8 ae (Reports to Minister 1956 55 3.6 
1957 33.7 oh) of Co-operation) 1957 5.8 4.4 
1958 42.9 io es 1958 8.2 toes: 
1959 bo) Fa) 10... 1959 10.4 Teo 
1960 66.9 13.9 1960 12:6 hicks 
MANITOBA CO-OP 
IT UNIONS CREDIT SOCIETY 
‘m Inspector of 1956 Pa: 0 3.4 (From report of 1956 
it Unions con- 1957 16.2 3.6 Superintendent of $93.7 % Bt f 
dated balance 1958 20.6 4.3 Insurance) 1958 £5 9 
t) 1959 25.6 5.0 1959 6 rae 
1960 Se D 3. 8 1960 .6 ib. 2 
| tO ONTARIO CREDIT UNION 
| ¢ UNJONS LEAGUE CENTRAL 
im Supervisor of 1956 732 AQ: 7 (Analysis provided 1956 224 <2 
fit Unions Depart- 1957 90.9 22.4 by the League) 1957 oat a) 
| of Insurance 1958 111.8 28. 7 1958 3.8 .6 
idated balance 1959 136.1 33; 3 1959 4.0 7 
t) 1960 161.9 39.7 1960 4.6 Lea 
ONTARIO CO-OP 
é CREDIT SOCIETY 
(Ex. 5 & Ex. 4 1956 2 16 
Brief) 1957 3 2 2 
1958 a 3. 6 
1959 5 39 
1960 6 See 
3EC QUEBEC CENTRAL 
JIT UNIONS CREDIT .UNION 
| (Page 77 of Brief) 1956 19 Nil 
| Not Available he oe Fay 
| 1959 . 28 
i 1960 . 32 .046 
4 SCOTIA NOVA SCOTIA CREDIT 
DIT UNIONS UNION LEAGUE 
a (Table 3 of Brief) 1956 
; 1957 
Not Available 1958 
7 1959 22 re 
1960 woe Dieta 
(Apr. 30) 1961 .24 2.4 
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SCHEDULE 12 
(Brief of National Association of Canadian 
Credit Unions to Royal Commission on 


Banking and Finance) 


EVIDENCE IN SUPPORT OF CONCLUSIONS 


AS TO INVESTMENT POLICIES 


British Columbia Credit Unions 
1 ene Oke Central Credit Union 
Alberta 

Saskatchewan Credit Unions 


Saskatchewan Co-operative Credit 
Society 


Manitoba 

Ontario Co-operative Credit Society 
Ontario Credit Union League 

Quebec Credit Unions 


Nova Scotia Credit Unions 
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EVIDENCE IN SUPPORT OF CONCLUSIONS AS TO 
INVESTMENTS 
British Columbia Credit Unions 
As indicated in the briefs of both B.C. 

Credit Union League and Central, most credit unions 
sn British Columbia deposit their liquidity reserves 
and surplus funds with central. Accordingly, 
most credit unions do not have much to do with 
investment of funds in securities. The consolidated 
balance sheets annexed to Central's answer to 
the Questionnaire for the credit unions in British 
Columbia show that some credit unions do invest 
directly in securities. On checking with the 
Inspector of Credit Unions Central found that the 
total investment of credit unions in 1960 was in 
the sum of approximately $2,500,000 of which 1.1 
million represents investment in shares of Central 
and the League (the latter being $116,000) the - 
remainder thereof 1.4 million represents investments 
by 47 credit unions in Government securities (of 
the type limited by the Act) and there were only 
three of these who had investments in 1960 in 
excess of $50,000.00. These three were Stanovan 
$66,800, Van-Tel $583,000, B.C.T.F. $250,000.00. 
Annexed to consolidated balance sheet is-a port- 
folio of their investments at the end of 1961. It 
4s obvious that the investment of the other 44 credit 
unions each holding less than $50,000 is not of very 
great significance. In some instances it may 


represent the desire of the local credit union to 
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participate in local municipal or school securities 
guaranteed by the Provincial Government. There is 

no pooling of investments. Only significantaccounting 
practice relates to valuation at market rather than 


cost as required by the Federal Act. 


B. C. Central Credit Union 

Answer to Mr. Mercure's questionnaire. 
The policies and practices relating to investment 
in Central by local credit unions is dealt with on 
pages 6 and 7 paragraphs 20 and 21 of B.C. Central's 
brief. Section 45 of the Co-operative Credit 
Associations Act requires Central to have a liqui- 
dity reserve of 20 per cent, at least 5 per cent of 
which must be in cash and in limited types of 
Governmental securities. The types of investments 
held by Central at each quarter's end are analyzed 
in statistical information in answer to Mercure. A 
sample portfolio of investments appears as Schedule 
ei econ. For. inves brief. It should be Ltr 
that these figures are year end or quarter end 
figures. Reference to Appendix 14 of Central's 
brief will indicate that surplus funds may occur 
in periods following the year end or in periods be- 
tween quarters. These surplus funds are generally 
invested in short term treasury or parity securities. 
For instance, whereas at December 3lst, 1961 the 
table shows investments of $2,400,000 at the end 
of March 1962 Central had invested in securities 
approximately $4,400,000 representing a change in 


seasonal surpluses. 
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Prior to 1955 investments were under one 
million dollars. After 1954 when Central decided 
to become registered under the Federal Act and 
that Act would require to value securities at 
market not to exceed cost, Central followed a 
general policy of buying bonds at par or preferably 
at discount with a view to applying any capital 
gain to’ building up’a bond fluctuation reserve. 

As it gained experience and as the reserve built es 
this reserve was merged with the general reserve. 

In the last two years there have 
been available increasing numbers of Provincial 
Government of Provincially guaranteed parity bonds. 
In view of the requirement of the Federal Act and 
also better interest rates Central has in this 
period tended to shift its portfolio from short 
term Canada's or treasury bills to parity bonds. 

In these circumstances and as more 
funds for investment have become available to 
Central greater attention is now given to yield in 
investment policies. 

Being limited by the Act generally to 
Government, municipal and school securities (Section 
8 (e) of the Canadian Co-operative Credit Associa- 
tions Act) and as to 10 per cent of shares and 
deposits in other negotiable securities most 
investments have been of the governmental nature. 
There is limited trading in securities before 
maturity except in very short term securities used 


as a means to keep surplus funds employed. 
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At the present time Central under 
the Co-operative Credit Associations Act may hold 
negotiable securities other than those of a govern- 
mental type up to 10 per cent of the aggregate 
of the paid up capital and the total amount of money 
deposit with the approval of two-thirds of the full 
board of directors. These cannot, however, under 
Section 45 be used as part of the liquidity reserve. 

Over and above the liquidity reserve 
Central would like to see the statute amended 
to permit it to buy short term notes or securities 
of established cooperatives and other firms and 
municipal short term issues say for a period of 
approximately 180 days or less. It feels there 
may be merit also in including in the Canadian 
Co-operative Credit Associations Act a "basket" 
clause similar to that permitted trust companies 
under Section 68 and to insurance companies 
under Section 63 (4) and under Section 30 of the 
Loan Companies Act. Central is not interested in 
securities of this type for long term because for 
liquidity purposes it requires shorter term 
securities and in its investment program the 
emphasis is on keeping seasonal funds and liquidity 
reserves employed. Its main function is not to 
deal in securities but to keep fakkihion ately 
available for the use of its members as required. 
Alberta 

Brief, pages 10, 11 and le, paragraphs 


a4, 25, 26 and 27 shows credit unions are required 
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to have a guarantee fund made up of 20 per cent of 
net earnings each year 25 per cent of which must be 
invested in the League stabilization fund if a parti- 
cipant in the League. Called the guarantee fund, 
at the ena of 1960 it amounted to .9 million or 
3.5 per cent of shares and deposits and 4.08 per cent 
of total loans. The guarantee fund is used primarily 
for the write-off of uncollectable loans. Loans 
written off since 1933 have only been $134,432, that 
is .109 per cent of the total loans. Under Section 42 
of the Act moneys set up in guarantee fund must be 
invested either as paid up shares in other credit 
unions approved for that purpose or any investments 
authorized by Section 3 of the Trustee Act. 

The consolidated balance sheet for 
1960 shows a total investment for Alberta credit 
unions of 4.. million this equals 15.5 per cent 
of total shares and deposits and 17.96 per cent of 
loans. In addition there were cash holdings of 
Loo milion. 

Page 16, para. 39 of the brief shows 
the Alberta Act requires 5 per cent of shares 
10.per.cent to 25 per cent of deposits supported by 
liquid assets Appendix 8 shows cash reserves for 
deposits and shares stand at 7.1 per cent and of 
all assets at 6.3% per cent. Investments stand 
at 15.5 per cent of deposits and shares ANG: v5. Dex 
cent of assets. Combined cash and investments 
are 22.6 per cent of deposits and shares and 19.9 


per cent of total assets. A gampling of 30 credit 
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unions in all ranges of assets appears at Appendix 11 
(a), (b), (c) and (d). 

Appendix 11 (a) -- ten credit unions with 
assets under $75,000 and total assets of $390,000 
have 8.7 per cent of total assets in cash and 
16.5 per cent in investments. Guarantee fund is 2.6 
per. cent. 

Appendix 11 (b) -- ten credit unions with 
assets under $250,000 showing total assets of 
$1,254,000 have 3.8 per cent cash, 14.1 per cent 
investments in relation to assets 3.6 per cent 
guarantee fund. 

Appendix 11 (c) -- five credit unions 
between $250,000 and $500,000 showing total assets 
of $1,823,000 have 3.7 per cent of assets in cash, 
17.9 per cent investments, guarantee fund 5 per cent. 

Appendix 11 (d) -- five credit unions be- 
tween $500,000 and one million with total assets 
of 4.7 million have 4.5 per cent cash, 18.4 per 
cent investments, guarantee fund 5.2 per cent. 

(From material furnished by the Minister 
of Co-operation and Co-operative Development 
of Saskatchewan. ) 

On December 31st, 1960 the credit 
unions in Saskatchewan had total investments of 
21.8 millions; of this 3.2 million were government 
bonds, .3 million were cooperative trust, .6 million 
were various kinds of cooperative guarantee trust 
certificates, 11.9 million were shares of Saskatchewan 


Co-operative Credit Society and 5.8 were other invest- 


| 7 es ‘ 7 ‘ % 
7 a? @ - 
‘ eS 7 7 > o v« 4 
iweet @ —6€EB om: ’ “Ti “ vat 5 , i re a ‘ aS ob tas: afi; 
— a : - ae nl nl ; ; 7 ee ee eee 
p ’ : ' : : : 7 ~ 
® - _e 


; = 8 » vy, 4 " i 
¥ - 7 . 7 o 
7 ‘ : : RS ; ®eus’ 
; al - POT X) 
s 


rt 
jis xibsoaaa ts exesaga etozes ‘10 segnheené a ie 


er (6) pri™( 9) % tay ee 


. + me pon & 
sa) Baval 


‘ddiw ecotay Stbeto net -- (s) If einen” 


000,08€% to ateaes Istod has O00 ays “ebay adeees 
oe bis deso ai atesas Isdod to tneso teq Y.8 sved 
i 3.9 ef bawt esdneteud - addomdesvat at dns9 xSsq @.0L 
: . | 'S""  tres 19q 
| | dttw anotay tthero met -- (d) IL xtbasqqa is RO 


40 edeees Ladod antwode 000,089% sebrw atoeas 


tues teq I.kI .deso tneo teq &.€ eved 000. fas .£¢é jor 
| dneo req 0.€ ateaas od noldsier at atnomtaevat \ tr | 
pout eddnsisuy BEN 
anotay dibero evti -- (9) If xfbneqqA ex } 
ajdeses L[etot satwods 000.0023 bns 000.00S¢ neswisd ae 
.daso nit ateeas Io tnso tsq \.c sverl 000,.€S8.L¢é to er 
_dpeo tag @ baut sednastevy .atnomtaovat tneo tq e.YVl jor | 
-9d enotnu dibeto evitt -- (bh) If xtprsqga ivi 
atsaes Isdod ddtw notllim eno bns 000.002 neewd C:) 
: tog 1.81 .daso deo 198eq 2. oven nort fim Yi! “to yer 
.dneo req S.2 baut esdnsaisug .atnemdasvnt gnso 408 
godeiniM oft yd bedatatwt Isttedsm mor) a 
jnomqolsved evisisteqo-00 bis dottsrsqo-o0 ‘to HESS 


(. nswedotsxdasa to 

¢tpero eft OSCE .dal€ tedinsooq nO ** POPP” . 

to atnoeméasvat Istot bsd newsdotsvese af anoinyv 
jnomovevog stew sotifin $.€ atdd to ;anotiitm BTS 


notllin 0. .davat evideresqooo stow sotit{im €.° . ebnod 


Rane s th 


Jauart esstnsxrsua ovitsreqoos to abnin avolitsv etsw 
newododentese to aerscda srew notiftm @.If asdsorttdres 


-jaovat teddo stew 8.2 bas ytstook SEbero svitsrego-o0 


. 
sn 
oe 


hy ue) s =) ‘io We Sa ee ee 


Nethercut & Young Ae 38h 


Terente, Ontario 


ments. The Minister of Co-operation has advised that 
after analyzing the figures further he finds that of 
272 credit unions with investments at December 3lst, 
1960, 29 have a total of $105,000 invested in 
Government bonds with no funds in the other invest- 
ment categories. Seventy-two have funds in other 
investments of 1.2 million but no investments in 
government bonds. Eighty-nine have investments in 
zsovernment bonds and other investments. A total 

of 222 credit unions have investments in government 
bonds and/or other investments. Bleven credit 
unions have over $100,000 in other investments or a 
potaiero £2} 3 064,125.00. “Of the’ 1 credit ‘untons 
which have over $100,000 in other investments there 
are five between $100,000 and $200,000, three between 
$200,000 and $300,000, three between $500,000 and 
$560,000.00. There are 17 which have other invest- 
ments between $50,000 ana $100,000.00. Of the credit 
unions with investments in government bonds there 

are two with investments between $50,000 and $100,000, 
four with investments between $100,000 a $200,000, 
one with investments between $200,000 and $300,000, 
two between $300,000 and $400,000 and two between 


$400,000 and $435,000 or a total of eleven. 


Saskatchewan Co-operative Credit Society 


A statement of the policy with regard 
to investments may have been filed with Mr. Mercure 
but if so it was not available at the time of 


drawing this schedule. However, the Society has 


«| dart beatvbe asd moldsrego-oD to usdveiniM eT Jetnom 


4 | 90 dsd¢ abatt ed reddaui eosugt? edd gntsyisns redts js 
| elf redmes0sd ds atmemteovat ditw enotnu tibeto SYS & | 
nt bedesvat O00,.c0Le Io L[etot s even eS ,0deL a 
-tJeevat xeddo odd ni abaut on ddiw ebnod dnemnirevod é@ : 
yeddo at abnut oved owd-ytnevea s.estroxsotso dnom ast Pe 
at ednomdeevnt on tud motiftm $.f to adtnemdaevat ae 
at adnemtasvnt even enin-vidata- .abaod dnemnitevog E ; 
fstot A ..atnemtsevak weddo bas ebfod tnoemarsvos 2 
tnemarevog at adnomdaovat oven anolay trbero SSS to ‘ot 
tibeto meveld .adnentaeval tedto to\bas absod it 
8 t0 adnemtesvnt reddo at 000,00f¢ revo svsd enotnyu lot 
asotay tibsto Lf edt 10 .00. ach, 400.63 40 Istoz él 
«| gtentd adeemdeovnl redo mi 000,005} revo svsd dotdw M 
os 
‘ aoowsed serdd .000,008¢ brs 000,.00L8 neswted evil ors él 
Bris 000.0088 neewsed sordd .000,00€% bas 000.0093 Hol 
-deoval todto eved dotdw JI ots ered? ~.00.000, 002 ei 
| tibero edd 10 .00.000,00L% bas 000,.02é neewted etnem Ca 
| eredd abiod dremnsevos at adnomdaeval ddtw anotay \ 
.000,00L2 brs 000,0€3 noewted acnomseovnt rtiw ows srs ¥ 
000.0088 bas 000.0058 nsswied atnomtaovat dtiw wot te 
.000,00€ bas 000,0088 neewted etnomtasvnt Agtw sro js8 
neswisd owt bas 000,008 bas 000,00€8@ noswited ows jes 
eal to Istot s to 000,@€42 bans 000,00H3 jas 
a 
riotooe tibsx0 evitsisco-o0 mswedodsiasa ae 
bisger détw yotlog ent to dnomodste A Bal 
smvoreM .aM diviw beltt aeed svsd ysm atnomtdasval oy - a 
,os 


to omits odd ts sildsltsvs ton esw gi o@ Ir stud 


, 


asd yistooe sat .sevewoH .siubsndoe eftdd antwserd 
(> oeviter4sqe=sy 


- 


| ry ‘ . 2 aw 


Nethercut & Young A e 3 g 5 


__ Terente, Ontario 

provided a portfolio as at November 30th, 1961. 

One of the most interesting things about the port- 
folio are the number of local issues held, parti- 
cularly in the shorter term bonds in relatively 
small amounts for municipalities, hospitals 

school districts and like institutions. In all 

of these bonds up to 10 years the weight in value 
is in favour of Dominion of Canada and province of 
Saskatchewan bonds, e.g. (1) due before December 
31st, 1962 $375,000 out of $394,000; (2) maturing 
on January lst, 1963 to December 31st, 1966 there 
are $175,000 Dominion of Canada, $80,000 Province 
of New Brunswick, $50,000 Hydro-Electric of Ontario, 
$558,000 Province of Saskatchewan and $100,000 Bank 
of Nova Scotia €ain note for a total of $963,000 
out of $1,185,000.00; (3) maturing on January lst, 
1967 to December 31st, 1971 securities of this 
governmental type represent $1,415 ,000.00 Suu OL 
$2,447,000.00; (4) maturing January lst, 1972 and 
later approximately $6 million cdc oro Mitton 


are of this governmental type. 


Manitoba 

Page 19 of the Manitoba brief states 
credit unions and the Co-operative Credit Society 
of Manitoba are not a large factor in security 
investments. eich securities as are held are for 
the most part those authorized under the Trustee 
Act and of these there is a preference for short 


term securities. The credit unions may invest 
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their statutory reserves, that is bad debt reserves, 
in shares of the co-operative credit society. 
These are considered by credit unions to be 
liquid assets. 

There is no practice of credit 
unions with respect to pooling their investment 
activities apart from investments in the cooperative 
credit society. See Appendix L. It is generally 
considered that statutory reserve for bad 
debts which cannot be loaned out should be 
invested. In addition credit unions wish to 
keep a percentage of their assets ina liquid 
position. One way this is done is to invest part 
of the required statutory reserve in readily 
negotiable securities of some kind. Credit 
unions! directors may invest the credit unions! 
surplus funds as follows: in the paid shares: of 
snvestment and building societies, other credit 
unions, the Co-operative Credit Society of 
Manitoba and investments authorized for trust 
funds, and in shares of cooperatives to the 
extent necessary to become a member. The pro- 
visions of the Trustee Act deal mainly with govern- 
mental securities but include also first mortgages 
on improved lands, guarantee trust certificates 
of a trust company, terminable debentures 
of a loan company, first mortgage bonds of any 
company incorporated under the laws of Canada 
or of any of the Provinces of Canada. However, 


credit unions almost entirely limit their invest- 
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ments in governmental bonds, either Government of 

Canada, Government of the Province and metropolitan 

or municipal. Appendix L comments, however, that 

while municipal bonds carry a better yield they 

are sometimes difficult to convert into cash as 

there is not always a ready market. Consequently 

market price may vary considerably. Recently 

there has been added part of a hospital district 

under the Health Services Act but these suffer 

the same difficulty as municipal bonds. Investment 

in Co-operative shares is purely for membership. 

When looking for investments for eredit union funds 

the Board of Directors keep in mind three factors: 
(1) Its first concern is for the safety 
of the investment. The credit union was 
established to serve the needs and best 
interests of the members. They therefore 
would tend to invest in government bonds and — 
if the members for instance wanted to invest 
in a school construction or municipality the 
credit union would lend money to the members 
to enable them to invest directly themselves. 
In this way the credit union would be sup- 
porting the school debenture issue encouraging 
the members to save but placing the responsi- 
bility for the support of the school on the 
members Piensalves where it belongs. 
(2) The proposed investment's ready con- 
vertibility into cash. Reserves are set aside 


for two or three purposes. If the proposed 
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Terente, Ontario 
investment is to build up a liquid reserve 
and if the credit union is investing its 
statutory reserve it will want to know that it 
can convert the investment into cash very 
quickly. For this purpose Dominion or Pro- 
vineial bonds or bonds guaranteed by these 
governments are more readily negotiable than 
other bonds. Municipal issues including 
school and hospital districts do not have as 
ready a market. The credit union cannot de- 
pend on carrying the investments through to 
maturity consequently the question of convertin 
the security into cash is very important. 
ces The cost of the invest nent and the 
yield. Credit unions consider at least three 
important factors that affect fluctuations 
in the bond market: 
(a) The safety of the repayment of the 
capital, 
(b) The increase or decrease in interest 
rates or stock earnings generally, 


(c) The maturity date of the issue. 


Ontario Co-operative Credit Society 


Ontario Co-operative Credit Society 
brief page 9, para. 28 ff. When the Society has 
surplus funds which a e not required for loans 
these funds are invested in Government securities. 
These usually have a shorter term than securities 
required for liquidity and as far as possible 


securities are purchased which mature at the 
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Terento, Ontaric 
peak loan demand. Exhibit 9 gives a portfolio of 
snvestments at December 31st, 1961. The Society 
is governed by the Co-operative Credit Associations 
Act. The directors have set up an Investment 
Committee for the sale and purchase of securities. 
Its decision are reviewed by the Board. All sales 
and purchases are made through recognized security 
dealers. Securities are carried on the books at 


cost pursuant to the Act. 
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PORTFOLIO OF SECURIT tro 

Description Maturity book Value Market 
of Security date Value 
Government 
of Canada 197? $143,875.00 fi 1444 .OGO.00 
Conversion 
government. 
guaranteed 
Alberta Tele- 1966 49,625.00 49,560.00 
phone 
B.Ce mainky 
School Dist. 
Power Com- 1962 
mission guar- to 
anteed by b.C. 1965 abo), OOO 00 PO tOU «lu 
Government 
Province of 1962 
Manitoba & and 

1963 
Manitoba 
idydro guar. 1966 50,000.00 50500200 
Ontario, 1962 ) 
mainly Pro. te.) 
1) POs 1967 ) 
Ontario Hydro 1964 

to ) 

Prince Edward 1964 ) 10455 255.,00). bel 50.995 .00 
Island Govern- to ) 
ment 1966 ) 
ywuebec iydryo 1967°) 
Ontario cities 196? 
& Municipals to, (most- 

1968 ly ) 1,933,826.00 1,947,000.00 
Miscellaneous 1971 
Co-operative to 110,000.00 106,000.00 

1976 


Description 

of Security 
Dominion 
Provincial 
Municipalities 
Others 


book Value 
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Terente, Ontaric 
There was a fair discussion before 

the Commission on the question of investments 
arising out of the debenture issue by the Ontario 
Co-operative Credit Society. Page 1142 ff. Mr. 
Brown pointed out that in 1959 borrowed money was 
15 per cent as against investments of 123 per cent 
including the debentures. Mr. Leman wanted to know 
whether they were issued to the public and Best said 
yes. Mr. Leman then pointed out that some of the 
credit unions elsewhere thought of the movement as 
a sort of little closed economy that they would like tjo 
use only members' money except for occasional times 
when they used bank accommodation but mostly on a 
seasonal basis. Mr. Leman suggested that OCCS's 
ee was different. Mr. Best then qualified his 
answer by saying they never put on a public cam- 
paign to sell debentures, and appealed primarily 
to credit unions and cooperatives which had money 
to invest and also individual credit unionists. 
Mr. Leman asked whether these debentures would have 
a higher yield than share capital. Mr. Best said 
they had. Mr. Brown wanted to know whether they 
paid more on the debentures than they received on 
an average on investments. Mr. Best had to admit 
they did. Mr. Brown wawiea to know why borrow 
money then. Mr. Best said investments are only 
a portion of our total assets and that they were 
not paying more on the debentures than they were 
receiving for loans. Mr. Brown still insisted why 


borrow money if you have assets that are earning 
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Terente, Ontaric 
less. Mr. Best said at the time we sold the de- 
bentures, members with money in the Society could get 
5% per cent elsewhere and were pulling their money ou 
and we in turn were having to pay more than that 
to borrow money. Mr. Best also pointed out that 
this was providing them with five year money and 
when they make some loans they would get a higher 
rate. Mr. Brown still wanted to know if it wouldn't 
be cheaper to sell the investments. Mr. Best said 
it might. Mr. Briggs emphasized that they received 
the money for five year terms. Mr. Leman then 
wanted to know how today they generally estimate 
investments. He said he noticed in the response 
to the monetary changes chapter they say: 
"No raise money by the liquidation of 
investments at such time is neither 
desirable nor economically possible’. 
and asked whether it was a case of the character of 
the investment that they were not liquid enough. 
Mr. Best stated they were liquid enough but we 
might be taking too much of a loss on them and that 
loss would have to be taken from earnings in that 
particular year unless a reserve had been set up, 
and might lead to having to lower dividend rates 
below 4 per cent which vthey are reluctant to do 
because the shares are now qualified for insurance 
company investment. Mr. Leman at page 1146 said: 
"we have heard the same statement by other 
credit unions in other provinces generally. 


It seems that the whole movement across 
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Terente, Ontario 
"Canada always says that with these invest- 
ments it is not economically possible to 
sell them at the time they need the proceeds 
of sale so I say why are they carried if it 
considered practically impossible or useless 
t0 cash in on them when you need then''s 
Mr. Best said it was a legal requirement for: one 
thing. Mr, Briggs said that Mr. Leman would find 
that we had disposed of investments at times when 
we needed the money when we could dispose of them 
without loss. The ones which are on the books at 
lower than market we try to hold on to and dispose 
of others. Mr. Best said in some cases it is 
much more economical to cash them on a rising 
market . It would be much better but we don't parti- 
cularly want to cash them when we are going to take 
a loss and we will do other things. 1 think what 
we are implying here is that we will do other witnes 
before we will cash them. In that case we might 
hold back on loans. Mr. Leman said: 
"T quite realize you would not hesitate on 
a good investment to make a profit but the 
point is these seem perhaps to be a gen- 
eral statement that. at times when they 
could be useful as a reserve it is neither 
desirable or economically possible to use 
them." 
Mr. Best said their minds did not seem to be meet- 
ing. If we point out that investments are there 


as.a reserve and not primarily for a loan demand 
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Terente, Ontario Ae39h 
but is a reserve to meet withdrawals from deposits 
maybe this puts it in proper focus. If we were 
faced with the problem of not being able to borrow 
from the banks and not, being able to borrw from 
the short term market but having to meet large 
withdrawals from our deposit accounts then we 
would have to cash it in because this investment 
represented 15 per cent in many cases of our total 
deposits. 
Mr. Leman: 
"Tn other words you look upon them as an 
absolute last ditch type of reserve’. 
Mr. Best: 
"we do not jump to cash them if it is going 
to actually lose money". 
Mr. Leman: 
"There are certain various types of in- 
vestments. It depends on the yield you 
want etc. and I Suppose you could have 
an investment policy that would give you 
additional flexibility or more security 
and would eliminate this situation 
where you say at such time it would not 
be desirable or economically possible to 
liquidate them." 
Mr. Best: 
"Ves, if we had near maturities. Fora 
time we were buying treasury bills at this 
time of year. This was so we would have 


money available to meet loan. demand in 


4 ; 
Ap y ae : ice b eae 
a ¥ ; ; ‘ 7 > <! 4 = y a2 ene 
aS O Sgriine aae 
. 7 ‘ 


| 


nae J 
ae 


SOE. ; maida: j of 


attaogeb mort elswetbditw toom ot svreasr is at dud 
2 stew ow tl ,aveot regorq at dh aduq atdd edysm 
‘s woured ot elds anted gon to meldorqisdt ditw boost 
3 | mort wired ot ofds snted som bas exnsd Sdd mort 
, eatel tsem oc antved gud svexasm mrototrode sds 
ew medd admvuooos tiaogqeb tuo mort alswarodtiw 
dnomtasvat atdd seusosd at df dass ad svsd blyuow 
Iedodt wo to esaso wiem at dass teq @f bedneaerder 
,etbeogqeb 
:asmeat.1M 
M6 as medt mnogu Nool voy abrow redsto aL” 
.'evreest to eqyd dodib desl oeduloads 
; steed .1M 
gnitog ai ti If medd daso ot qmut ‘domcob ow" 
.'venom gaol yilsudos od: 
sfsmot  .1M 
“Nf to aeqys evotisv atsdteo sis o1eddT" 
‘yoy Bilefy sdd mo abneqeb tI .etnoemdasv 
eved blyos yoy s@ogque I bas .ots tasew 
yoy svig blyow tsid yotlog traemtesvat as 
ytirvose stom ro yiilidixsit Lsnotstbbs 


soltisusgta aind stantmtlie bfivow bas 


oJ sldtaazog Sicilia chines iyo sldstiesb sd 
",medd odsbiuplt 

:teed@ .aM 

8 10% ,aetituviem rsem bed sw Tt .asy" 
aidt gs ellid yviessrt saiyvud sroew ow omit 
S8VS8d Hbivyow sw o8 easw ein? -.1s89y to omit 


1 
Jon bluow Ji omits cove gs yea vey swsnw 
| af basmsb asof tJesm ot sldslisvs yonom 


v - % 
| ‘Gir. & 
i “y 
s me 
7 a 
f= 


7 
o> 


ce a oo em mm 


— 


¥ 


= 
# 


Nethercut & Young A 6 3 95 


Teronte, Ontario. 
"June and July so there would be no ques- 
tion about liquidity there and no question 
about getting 100 cents on the dollar. We 
tried to maintain investment portfolio 
which was fairly limited and was relatively 
near maturities. If you look over the in- 
vestment portfolio you will see some things 
in there that I would term a little longer 
term. These were bought earlier and our 
policy is to stick with investments that 
are within the next ten years of maturity, 
preferably shorter than that if we can." 
Mr. Brown then wanted to know whether rather than 
sell bonds at a loss they would rather borrow money 
on debentures at 5 per cent. Mr. Brown said what he 
really wanted to know is, is the rate on debentures 
relative to what you can buy debentures at or what 
they can be sold at. 
Mr. Best: 
"Tt is relative to what our members can ob- 
tain elsewhere." 
‘Acting Chairman: 
"T gather that your strategy here is that 
the deposits which are being withdrawn be- 
cause there are better rates of interest 
elsewhere you can recapture through deben- 
tures to a degree." 
Mr. Best: 


"Veg and to encourage new money to come in." 
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Mr. Mitchell then commented that the debenture pro- 
gram was set up a number of years ago to attract 
long term money. Before that the only money the 
Society had other than share capital was deposit 
money withdrawable practically on demand. Some 
of this money would be loaned to co-operative 
associations and it was felt wisest not, to use 
demand money in any great sone tiny in making long 
term loans so a debenture program was set up as a 
device to get the equivalent of five year loans 
or deposits. The situation is obscured by the 
fact that in the intervening years the loan demand 
has dropped off and deposits for the same reason 
have increased and now there are several millions 
of dollars on hand for which there is no demand in 
loans and that confuses the picture. Mr. Gibson 
pointed out that in the statement loans to co- 
operatives 6 to 10 years, are ee a little larger 
than the amount of the debentures outstanding. 
Me. Mitchell said "That is right, but in addition 
share capital is long term money too." 
Ontario Credit Union League 
Transcript Page 1118 and following. 

Mr. Browns: 

"Tn your reserve you carry a certain 

number of investments. I notice those tend 

to be rather long term than short. term, due 

to the fact that these are reserves for 

liquidity is there any reason why you should 


not reach for short term loans:" 
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Mr. Hallinan: 
"we have about $57,000.00 in long term 
but at the present time because of the 
funds coming in we have four million in 
short term” 

Mr. Brown: 
"7 was thinking about the credit unions 
themselves" 

Mr. Burton: 
"rn the credit unions themselves it varies 
a great deal". 

Mr. Brown: 
"Do you prefer them at all at this stage So 
short term?" 

Mr. Burton: 
"vou see the main investment state of the 
credit union of course is bonds as pointed 
out in the brief and generally speaking — 
a credit union does not go much Por cire 
long term borrowing. If you look at 
Appendix No. 2 again, the statistics, 
the percentage of assets in long term 
is less than 3 per cent. ‘In Government bonds 
it is 2.1 per cent of the assets and I think 
long term investments only .8 per cent so less 
than 3 per cent is in long term investments 
ana I think many credit unions feel and I 
believe this.was aeatieied in the brief, 
that generally they like to have some 


small long term investments which may be 
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"3n an emergency they could sell but 
generally they would tend not to because 
on long term Government honds they do 
generally take a loss unless they were 
close to maturity." 

Mr. Brown: 
"Then they are not long term.” 

Mr. Burton: 
"No, they cease to be long term, But many 
of them have some small percentage in long 
term investments but usually prefer the 
short term." 

Mr. Brown: 
"And do you encourage them?" 

Mr. Burton: 
"T gon't know that we do, actively, this 
is something which is determined actually 
by the credit union. We encourage them - 
of course to invest surplus funds in the 
League so that really is encouraging them 
in short term investments." 

Mr. Teter: 
"Tf these investments are thought of as 
part of the liquidity problem of the credit 
union would you not encourage them to keep 
to short term?" 

Mr. Burton: 
"well generally speaking we don't think of 
it as being in the nature of liquidity they 


are not included in the 9.6 per cent of liquid 
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"assets. This 2.9 per cent is in addition to that 
9.6 per cent of liquid assets. Generally they 
are not thought of as part of liquidity 
but-these are there if in a dire emergency 


they were required and can be realized." 


Quebec Credit Unions 

The Quebec brief at pages 66 and 67 deals 
with the subject of investments very shortly as 
follows: 

Investments as of December 31, 1960 
amounted to $2,382,601.00. This figure is confined 
to a minority group due to the fact that our Credit 
Unions, because of a high demand for loans from 
members, seldom have excess funds to invest. Up 
to 90 per cent of the funds of the credit unions 
are loaned to the members. 

Investments - Policies 

Our larger credit unions, which do 
have excess funds must invest them in stocks or 
debentures of the Dominion of Canada or of the 
Dasa of Quebec or in securities guaranteed by 
the Dominion or the Province; or in the securities 
of any municipality or school corporation in this 
province; or in duly authorized loans for the 
erection or repair of churches, presbyteries or 
cemeteries in this province; or in the loans of 
fabriques or ecclesiastical or religious corpora- 
tions in the province; or on a first privilege or 
first hypothec to an amount not exceeding three- 


fifths of the municipal valuation of the real 
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estate affected. (See Section 49, pages 38 and 9 of 
the Quebec Co-operative Syndicates Actwe) 

To forestall any possibility of dis- 
honourable and questionable practices by credit 
union officers the Co-operative Syndicates Act 
stipulates that credit unions must request per- 
mission from the Quebec Credit Union League to 
invest these funds, thus preventing malpractice. 
(See Section 40, paragraphs 1, 2, 3 of the 


Co-operative Syndicates Act, copy attached.) 


Nova Scotia Credit Unions 

The Nova Scotia brief at page 37, 
paragraph 119 comments shortly as to investments 
in /chaGeprovince. 

A look at the consolidated balance 
sheet of credit unions in Nova Scotia would indicate 
that the total amount held in investments is 
relatively small. The Credit Union Act limits 
each credit union to the types of investment it 
can purchase. These are the shares and deposit 
receipts of the League, and any legal investments 
authorized by law for trust funds in Nova Scotia. 
Outside of investments with the League, the most 
common investments are bonds of the Government of 
Canada or of the Province of Nova Scotia, and 
debentures of trust companies and savings and 
loan associations. The amount that is involved 
in our opinion is insignificant and Peer 


so since credit unions believe that its greatest 
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snvestment should be in the form of loans to its 
members. 

Reference also should be made 
to page 2 of Appendix Table II to the brief under 
investments being a balance sheet and statement 
of operations for Nova Scotia Credit Unions, 
September 20th, 1960, which shows shares of Central 
Credit Societies $225,614.00, of other investments 
$250,305.99, total $475,919.99. Appendix Table IV 
showing the cash and liquid reserves of the League 
Central operation shows investments for the year 


1961 at $494,666.12. 
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SCHEDULE 13 
(Brief of National Association of Canadian 
Credit Unions to Royal Commission on 


Banking and Finance) 


SCHEDULE OF BREAKDOWN OF LOANS BY PURPOSE, 
SASKATCHEWAN, 1960 and 1951, MANITOBA 1960 and 1950 


BRITISH COLUMBIA 1961 


Lie Extract from Saskatchewan Credit Unions 
published by the Department of Co-operation and 


Co-operative Development 1960. 


os Extract from statistics produced by 
the Inspector of Credit Unions, Government of 


Manitoba. 


Se Schedule produced by B.C. Credit Union 
League based on survey made for purposes of<its 
brief to which 66 per cent of the credit unions 


responded. 


4, Extract from Annual Report of Credit 


Union Services, Government of Saskatchewan, 1951, 


oe Schedule provided by the Inspector of 


Credit Unions, Manitoba, for the year 1950. 
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Table 6 - COMBINED ANALYSIS OF LOANS 


Made by 272 credit unions in Saskatchewan for year ended December 31, 1960. 


No. of Amt. of Percent 
Purpose of Loans _. Loans Loans of Total 
Land payments & mortgages retired 1,897 $5,757.40) 13: 20 
Machinery, autos, trucks, repairs 9,142 9,427,161 21.60 
Livestock 1,484 1,681,230 3.85 
Buildings and improvements 6,121 10,416,927 23.87 
‘Home equipment 5,135 2,409 ,796 beer 
Consolidation of debts 7,e92 5 ,625 ,667 12069 
Operating expenses 5,740 2,348,151 5.38 
Living expenses 4,920 897 ,412 2.06 
Endowment loans 715 837 , 820 1.92 
Miscellaneous dere XE) 4), 236',993 9.71 


Totals for 272 credit unions 50 ,021 $43 ,638 ,424 100.00, 


a eeneemeed 
ooo 


The foregoing analysis will serve to indicate the diversity of services being 
rendered by credit unions in the province. 


A study of the breakdown of the loans made by all the active credit unions in 
Saskatchewan during 1960 reveals that 37 per cent of the total amount loaned 
was granted to assist members to finance the purchase of land, to discharge 
existing mortgages and to construct new homes, buildings and improvements. 
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20. 


1955 to 


1960 


CLASSIFICATION OF LOANS GRANTED BY CREDIT UNIONS 


PURPOSE 
Farm Machinery and Repairs 
Purchase of Livestock 
Seed Grain & Seeding Supplies 


Harvest & Threshing 


Other Farm Expenses including Wages- 


Real Estate Mortgage Loans 


Land & Buildings (Purchase and 
Repairs other than Mtge. loans) 


Estate Loans 


Automobiles & Trucks, Purchase 
and Repairs 


Furniture & Clothing 


Insutance = Life, Fire, etc. 


Taxes 
Investments, Bonds, Debentures, etc. 
Hospital, Medical, Dental—_—__—_—___— 
Educational 

Vacation 

Loans to Co-operatives-— 


Business Operations (Merchandise ;— 
etc. but not debts & buildings 


Consolidation of Debts 
Miscellaneous 


TOTALS 


1955 
NUMBER AMOUNT 
714 360,548. 
430 158,024. 
566 160,172. 
219 60,267. 
1,, 722 497,198, 
556. 1,458,382. 
3,030 1,662,880. 
150 118,018. 
36639), 240084 387% 
4,325 930 ,024. 
607 76,405. 
774 133,553. 
168 52,050. 
1,480 246,510. 
510 81,180. 
1,801 288 ,763. 
10 36 , 804. 
840 350,701. 
3.854 (012388 733, 
4,766 777 ,264. 


74 


92 


10, 840 ,873.05 


= 


30,142 


1956 
NUMBER AMOUNT 
Gad 5774232 

431 156, 481. 
517 16d, V2 
222 53:, 564: 
1, 566 553,488. 
573, 1,561,888: 
3,330, 2,093,580. 
149 116,872. 
4,437. 2,954,096. 
4,844 1,092,901. 
621 96,917. 
724 140,971. 
140 66.317. 
1,565 323,344. 
374 93,937. 
1,852 317.079. 
7 35,975. 
1,069 796,788. 
4,411 1,819,806. 
3.519 893,794. 
32.975 13,906,812. 
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1955 to 1960 


4.40 
CLASSIFICATION OF LOANS GRANTED BY CREDIT UNIONS - continued ets 


1957 
NUMBER AMOUNT 


1958 
PURPOSE 


1. Farm Machinery and Repairs 525,636.65 


2. Purchase of Livestock 232,582.58 659 324 ,823. 
3. Seed Grain & Seeding Supplies———— 128,327.61 417 157 ,004. 
4. Harvest & Threshing 45 ,824.12 136 43,209. 
5. Other Farm Expenses including Wages 544 ,200 , 80 1,624 646 ,742. 


6. Real Estate Mortgage Loans —————— 2,061,302. 35 


7. Land & Buildings (Purchase and 2,537,376.08 


Repairs other than Mtge. loans) 


8. Estate Loans 194,218.10 298 294,511 


9. Automobiles & Trucks, Purchase 3,714,097. 64 


and Repairs 


10. Furniture & Clothing 1,090 ,292. 87 


11. Insurance - Life, Fire, etc. ————— 102,128. 83 703 LLS ji7ded . 
12. Taxes —@—__—_ 208 ,O2 5: 53 890 193,985. 
13. Investments, Bonds, Debentures, etc. 148 ,642. 44 209 144,508. 
14. Hospital, Medical, Dental— 284 ,699.29 1 332 256 ,967. 
15. Educational——————————_______ 93,734.47 464 116 ,168. 
16. Vacation ————_——_—__- 378 ,574. 46 2,497 513 ,033. 
17. Loans to Co-operatives 148 ,813.35 49 113,019. 


18. Business Operations (Merchandise ,— 
etc. but not debts & buildings 


625,564.78 


19. Consolidation of Debts tg ly A Me 


20. Miscellaneous 


NUMBER AMOUNT 


578,949. 


O75 42 (943, 95°17: 


4.7567 313025555. 


5,972 4,607,642. 


5,093 1,218,009. 


980 1,000, 340. 


$,12% 2,634,890. 


5,252 999,844.61 | 6,262 1,171,421. 


TOTALS 35,307 16,237,757. 88 | 39,219 . 20,376,012. 
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1955 to 1960 A. 406 


CLASSIFICATION OF LOANS GRANTED BY CREDIT UNIONS - continued 


PURPOSE 


Farm Machinery and Repairs——————_ 843 ,074.79 999 ,209. 


2. Purchase of Livestock————————— 601 364 , 896,81 417.005. 


3. Seed Grain & Seeding Supplies 119,015.42 152,334. 


A. Harvest & Threshing —————_— 47,682.90 59,294. 


849 ,182. 52 


5. Other Farm Expenses including Wages 888 ,600. 


6. Real Estate Mortgage Loans 3,765 , 138.99 4,513,920. 


7, Land & Buildings (Purchase and 
Repairs other than Mtge. loans) 


4,330,260. 52 5,068,086. 


68 


8, Estate Loans————————— 272,434. 396 ,669. 


9. Automobiles & Trucks, Purchase 6 228,656.10 | 8,040 6,839,034. 


and Repairs 


10, Pirteture & Clothing——————— § 522 1,495,111. 1,780,640. 


41. %Insurance - Life, Fire, etc. 802 149 ,241. 35 163 ,350. 


226 , 547. 262 ,122. 


12. taxes ————— 


13. Investments, Bonds, Debentures, etc. 121 ,975. 180 ,053. 


14. Hospital, Medical, Dental 228 ,603. / 1250 ,228. 


Rope odeat Ora eh 156,769. 185,413. 


16. Vacation —— 678,901. 


577,293. 


17. Loans to Co-operat ives————— 36 215,972.44 155,623. 


18. Business Operations (Merchandise ,— 1,335 ,367. 


etc. but not debts & buildings 


1,089 1,470,255.73 


19. Consolidation of Debts-—————— 5,562. 3,107,207.14 3,876,669. 


30. Miscellaneous-—_———_—_|_ © 536 1,274 ,845.31 | 6,718 649 ,555.26 


43,320 25,844,163.53 48,276 28,852,679. 85 


Ge ee ae 


TOTALS 


NOTE: Miscellaneous represents loans for any purpose not included under the 
previous 19 purposes. 
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ANNUAL REPORT, 1951 
TABLE 4 - ANALYSIS OF LOANS 


Made by 200 of the 249 Credit Unions in Saskatchewan that furnished 
analysis of loans for year ending December 31, 1951 


Purpose of Loans ee 
Farm Machinery and Repairs —————_————__|_ 1,647 $ 1,107,469 13.6 
Buildings and Improvements IZ Lo 1378 
Land Payments, including Mortgages retired— 526 ,902 6.4 
Automobiles and Trucks 1,124,644 13,8 
Other Farming Expenses, including Wages 385 ,604 4.7 
Consolidation of Debts 466 ,596 507 
Seed and Seeding Supplies — 145 ,439 1.8 
Furniture and Clothing ———————_———_. 303 ,039 Bn 7 
Merchandise —£ ———_ 129 ,490 ES6 
Purchase of Livestock ——————___—_- 136,033 Var 
Harvest and Threshing —— ——_—_—_ LES Lor 1.9 
Medical, Dental and Hospital WeOST 9 
Loans to Co-operatives 43, $373 5 
Realty Taxes and Fire Insurance 61,319 8 
Income Tax and Life Insurance 103,120 13 
Vacation ———— 63,203 8 
Investments - Government Bonds etc. 39 , 587° 5 
Education —— 36 ,926 4 
Miscellaneous ———————_——""—_|__ 2, 186 2,127,440 20.1 


Totals for 200 Credit Unions 15,916 8,145,574 100.0 


The foregoing analysis will serve to indicate the diversity of services 
being rendered by credit unions in the province. 

A study of the breakdown of the loans made by credit unions in Saskatchewan 
during 1951 that furnished an analysis of loans for 1951 reveals that 20.2% of the 
total loaned was granted to assist members finance land payments, new homes, home 
improvements, buildings and to discharge mortgages. This compares with 28% in 1949. 
During the war years when the demand for short term loans was greatly curtailed, 
many credit unions, in an effort to find an outlet for idle funds, encouraged ap- 
plications for intermediate and longer term credit. While the Credit Union Act 
limits the total amount of long term loans, (loans for more than three years) 
which may be granted by a credit union to 20% of total shares and deposits, it may 
be expected under normal conditions that the demand for short term loans will auto- 
matically restrict the volume of long term credit, or as is commonly known, mortgage 


loans. 
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A.409 


MANITOBA CREDIT UNIONS 


CREDIT UNION SOCIETY LIMITED 


eS 


CLASSIFICATION of LOANS for the year 1950 
FROM 130 CREDIT UNIONS 


PURPOSE NUMBER OF 


LOANS MADE 


AMOUNT 
LOANED 


1. Farm Machinery and Repairs —— ——— S220 oki; 


2. Purchase of Livestock ————————————. 98,947. 


3. Seed Grain and Seeding Supplies 134,119. 


4. Harvest and Threshing ———————___—_ 84,206. 


5. Other Farm Expenses including Wages VAS TO, 


6. Real: Estate Mortgage Loans ——————— 233 ,282. 


7. Land and Buildings (Purchase & Repairs other 
ae 543 468. 
than Mortgage Loans) 
8. Estate Loans ————————————__———_ 


9. Automobiles & Trucks - Purchase & Repair 563,809. 


10. Furniture & Clothing ————_——__- 200,288 « 


11. Insurance - Fire, etc. & Realty Tax 37,465. 


12. Taxes, Income and Life Insurance 32,527. 


13. Investments - Bonds, Debentures, etc. 18,405. 


14. Hospital, Medical, Dental 105 754) 


15. Educational $$ 24,817. 


16: Vacationmoemiss toveet ine to farm mor 97,155. 


17. Loans to Co-operatives ———_—_———_———_ 49 ,694.° 
18. Business Operations (Merchandise, etc. but 


not debts and buildings) 142,091. 


19. Consolidation of Debts 499 ,527.: 


20. Miscellaneous —————____ 2,895 439 ,023. 
TOTALS 15,944 $3,774, 598.98 


SIGNED 
MANAGER 


Note: The total amount loaned must agree with the figures given in your Cash Report. 
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SCHEDULE 14 


(Brief of National Association of Canadian 
Credit Unions to Royal Commission on 


Banking and Finance) 


NOTES FROM STATISTICS APPEARING IN THE FINANCIAL 
POST MARCH 31ST 1962 RE LIFE INSURANCE COMPANIES 
SHOWING, INTER ALIA, PERCENTAGE OF TOTAL ASSETS 


INVESTED IN URBAN AND FARM MORTGAGES 


The Financial Post, March 31st, 1962, at 
pages 50 to 61 inclusive summarizes the financial 
statements of 84 life insurance companies carrying 
on business in Canada. Of these 84 only 22 list 
farm mortgages as part of their assets. Except 
in a very few cases the percentage of assets 
invested in farm mortgages is relatively small. 
There appears below a list of the names of the 
companies investing in farm mortgages and the | 
percentage of their assets so invested in 1962; 1960; 
1959 and 1958. At page 61 of the Financial Post 
the Post lists Canadian Life Insurance Companies 
with a total of $100 million or more in force as 
at December 3lst, 1961. Of those listed only seven 
of the 22 having farm mortgages investments appear 
and these are shown with asterisks in front of 


their names in the following Schedule: 
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LIFE INSURANCE COMPANIES 
99 federally registered A.411 
22 provincial life companies 
84 listed in Financial Post 

22 farm nortgages investments 


ho ho % 
FARM MORTGAGE INVESTMENTS 1961 bOGOn, 1959. 1958 | 
Aetna Life Insurance Co. Pp rae rb a2 
Bankers Life Co. 4.7 5.4 6.3 743 
Business Men's Assurance 
Co. of America L006 10.8 ig be | ifve 
Commercial Life Assurance 
Co. of Canada a -- ~- 22 
Connecticut General Life 
Insurance Co. 4.0 Wel Wee yy 
*Doninion Life Assurance Co. -=- ae id ae 
*Excelsior Life Insurance 
06% .OL <OL ;OL ELON 
Fidelity Life Assurance Co. .l Pal a ae 
*Great West Life 
Assurance Co. -~ -- oe wd: 
*Imperial Life Assurance Co. .1l od ae Pps 
John Hancock Mutual Life s 
Insurance Co. ue ued Ke 4,2 
*Monarch Life Assurance Co. ve me Oo a 
*Mutual Life Assurance Co. 
of Canada -- -- “=< gE 
Mutual Life Insurance Co. 
of New York Ak 3.2 sa 3.4 
*La Mutuell-Vie de L'U.C.C. 19.1 L709 Poy 1645 
North American Reassurance . 
Co. eed 1.4 1x6 Zee 
Occidental Life Insurance 
Co. of California sik ok rai ie 
Prudential Insurance Co. 
of America uel 4.0 3.9 3.9 
Sovereign Life Assurance 
Co. of Canada -- -- -< Fl 
State Farm Life Insurance 
Cons ose 233 2.7 2.8 
Union Mutual Life 
Insurance Co. se sa me! 4 
Western Life Assurance Co. we ~— se ass 
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Canadian Co-operative Credit 


Society Ltd. 


23B July 13 1962 
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* SUMMARY OF BRIEF 
PRESENTED BY CANADIAN CO-OPERATIVE CREDIT SOCIETY 
CO-OPERATIVE BLOCK, REGINA, SASKATCHEWAN 
28 


ROYAL COMMISSION ON BANKING AND FINANCE 


Organization 

Ass | ccCS is the national instrument of 

four provincial co-operative credit societies - 

British Columbia, Saskatchewan, Manitoba and 

Ontario - brought into being to serve their 

organizations in the use of their reserve and 

seasonal surplus funds. It also has as members 

a number of co-operatives. It serves its members ae 
in the same manner as the credit unions. Originally * 

it was intended that seven provincial co- 

operative credit societies should become members = 
when it was incorporated. Certain technical 
difficulties have stood in the way of this 
development. 

Legislation 

es The CCCS was incorporated by special 
act of Parliament on May 4th, 1953, pursuant 

to the provisions of the Co-operative Credit 
Associations Act. That act prescribed certain 
conditions for provincial co-operative credit 
societies electing to be registered thereunder. 
By virtue of Section 79, the four which have 
registered are deemed to be incorporated by 


special act of Parliament. 
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Bie The Co-operative Credit 

Associations Act is similar in some respects to 
the typical eRevific tht credit union act. How- 
ever, at the time of its incorporation the 
federal authorities had limited knowledge of, 

and little experience with, credit unions. Con- 
cessions were made in the legislation to established 
practices relating to commercial financial in- 
stitutions, which have subsequently proved to 
have inhibited the full development of the 
societies' operations. 

Operations 

Ay, The NACCU brief has set forth in 

some detail the manner in which the provincial 
co-operative credit societies function as 
depositories for reserves and surplus funds of 
credit unions. It has also analyzed the sound- 
ness of the provincial co-operative credit 
societies and their liquidity in relation to 
credit unions. The credit unions and CCCS fore- 
see CCCS standing in relation to the provincial 
co-operative credit societies in the same manner. 
>. The operations of CCCS have been modest 
since its incorporation. It has not shown |, 

the usual pattern of growth of co-operative 
credit societies in the provinces or reflected 
the growth of credit unions generally. 

G: Through registration of pro- 

vineial credit societies and their supervision 
by the federal authorities, we believe that in 


recent years, they have gained a great deal of 
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A.3 
* 
nowledge as to theyability and soundness of 
the principles upon which credit unions operate. 
This should enable the federal authorities to 
appraise adequately the extension of those 
principles to improvements in the Co-operative 
Credit Associations Act. 
Limitations 
Ta The main sections of the Act which 
have inhibited the usefulness of CCCS as an 
instrument of credit unions on a national level 
have been: 
dae The sectinn which prevents the 
investment of the whole or any portion of 
the liquidity reserve of the provincial 
credit societies in CCCS; and 


(2) The section which{ pss wwe 


vincial credit societies from ibastes from 
CCCS more than ten per cent of its paid-up 
capital and total money on deposit plus. 
sii pledged, and investments by. the bor- 
rower in the society (notwithstanding the 
demonstrated ability of provincial societies 
to borrow substantial sums from the 
chartered banks). 

New Capital 

on The provincial central credit 

unions and NACCU are determined to make CCCS an 

effective instrument in the credit union move- 

ment. The three large provincial centrals being 

members of the CCCS have recently agreed to add 


to their share capital in CCCS a sufficient sum 


4 


Ca 


q ; 
« =< P r al 

7 _ We * a ) 
1, > Vane Pi : _ ag Ry Sales 


mes’ 


to sasmbmuoa bas wilds ig ; A yori wi 2 tn 2 cael 


oe aos . i i "i 


.eterego esotay ttbeto dotdw oqu. selgtontag ry | : 7 


ot aetthtordus [etebet edd eldsae bluoda atdT . le p . 
ezonit Io motenetxe sid yiedeupshs salsiqqs ae 
eae 
evidateqo-o0 edd at adnemevotanit ot aelqtoniag | i 4 
SoA anotdsiooreaA Jihexd la Pe 
i Me 
PEL ES os i 
i ax 
fofidw toA eid to asotioea atsm eT |. are le a 
M8 @6 2000. to Rasnlu teen sad betididat svsd ; e By 
fevel ismottsn 8 no, anolau dibeto Io Jnemutsant on i" 
teed eved * 
end atnevetq dotdw aattoea aT (I) : ct 
Io soltistoq yas ro afote ent to dnemtesvat | er 
f[gtontvorg edd to svreset yiibiupil. sds , BI 
bms 18900 at aeldetoor tides, at 
-o1g etoM@PESeeiotdw moisose ont (gs). at 
mott gatwortod moult aetietoor dibeto Istontv .. |e 
qu bisg adh ‘te 3neo req ned preg BO90 ‘ | Bi 
aulq dleogeb ao ysnom Istod bas Istiqss .... er ji 
~jyod eld yd atmemtegevnat bas .bexsbelq pains ' tt og 
ent agntbasdadtiwgon) ytetooa edt ak Tewot | rs 
aeitetooa I[stostvorg to ytiftdes bedsttenomeb _. ce 
edd mort amuve I[stdastadue worred ot ~~, ee 
p -(atmsd bevedrsdo ..... BE 
Iediged well lec 
tibeto [stdaso Isloatvorg edT | vay lac 


fe COQO0OD sem ot bentmasteb sexs UOODAM bas enotayv 
-evom notay tibero edd al tasmutseni evisostis 
aited alsigneo Iatontvorq sgisl sstdt saT ..dnem 


bbs oF beergs Yisnsoer sved 2990 ent lo aertedmem 


mua doetortina s p00 at isdiqss otade.. 9 atedt. ot 


ay 2 ‘s.< 


Nethercut & Young 
Terenta, Ontario Auk 


to bring the paid up capital to approximately 
$500,000.00. To the limited wreone permitted 
presently ‘. the act, CCCS will use this fund 
for loans to its members. The balance it will 
invest in authorized securities. From this it 
expects to be able to establish an income which 
will enable more active functioning of CCCS on 
an economic basis. 

Amendments to Act 

9. cccS has recently requested the 
Federal Minister of Finance to introduce into 
Parlianeue: Tosteiat on which would modify and 


a 


lon neds and permit CCCS 


adapt it to credit u 
ae rundtien adequately. 
b Ae a In summary, these requested amendments 
are as follows: 
ey That a declaration by Order-in- 
Council instead of a special act of in- 
corporation be required to permit other pro- 
vineint co-operative credit societies to 
become members. 

(2) That CCCS be permitted to borrow 
from sources other than chartered banks and 
associations which are members of the . 
society. 

(3) That CCCS be permitted to take a 
mortgage on real property at least as col- 
lateral security for a loan. 

(4) That provision be made to permit 


provincial societies to deposit with CCCS up 
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to three-quarters of their reserve requirements. 
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| loans to provincial credit societies up to 
twenty per cent without security and, if the 
loan is adequately secured, the limit should 
be removed. 
(6) That, over and above the 
liquidity reserve of CCCS and registered co- 
operative credit societies, the statute should 
be amended to permit the societies to buy 
short term cepae or securities, and longer 
term notes of chartered bagks and deposits 
in or guaranteed investment certificates of 
Trust Companies meeting approved standards. 
De. It may be that the Minister of | 
Finance and his advisers will look to this com- 
mission for guidance as to the legislative 
measures which will assist the large section of 
the population which credit unions serve tO 
facilitate the attaining of their ends in the 
activation of the CCCS. 
The role of CCCS 
l2. In further support of these re- 
commendations, we would ask the Commission to 
consider the role which CCCS may play in the 
national scene. | 
ee There has been substantial growth 
in the development of provincial credit 
unions in Canada in the last twenty years. 


Provincial co-operative credit societies 
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have added to the growth, stability and 
soundness of credit unions. The develop- 
ment se cccS could, if properly constituted, 
serve the needs, and add to the development 
of credit unions on a sound basis throughout 
the English speaking section of Canada. 
(2) A strong national credit society 
would add to the liquidity of the provincial 
centrals. It would not only add diversity 
of risk but, having. regard to the long 
history of voluntary co-operation amongst 
credit unions would add security. It would 
be able to encourage credit unions through 
provincial co-operative credit associations 
CO ee watch on sound practices, management, 
and operations and would tend to encourage 
some measure of national uniformity on a 
voluntary basis. 
(3) A strong CCCS could facilitate the 
functioning of clearing arrangements on a 
more equitable basis. 
(4) CCCS would have available for use 
in the capital market a very substantial part 
of all of the reserves and surpluses of the 
English speaking credit unions. It too would 
have to operate on a very narrow abr of 
income and could be expected to be sensitive 
to rate changes in the capital market as 
well as to monetary policy expressed to it 


either through the chartered banks or the 
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Bank of Canada. 

Possible Further Roles 

ee CCCS agrees with the position of 


NACCU that there is no present need for federal 
regulation and control of provincially in- 
corporated credit unions and co-operative credit 
societies. However, if it were deemed necessary 
in the national interest CCCS could become the 
instrument whereby the Federal Government could: 
(1) receive more adequate current 
information about credit unions; 
(2) convey to the credit unions 
national and monetary policies through con- 
fidential information and by methods of 
voluntary persuasion; 
(3) exercise such degree of regulation, 
supervision and control (if any) as may be 


e national interest; 


deemed necessary in 
(4) reasonably assure that necessary 
federal direction would not impede the 
proper development of credit unions as local 
autonomous provincial bodies; and 

(5) be assured that the reserves and 
surplus funds of credit unions would take a 
responsive part in the development of a 


free capital market. 
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BRIEF OF 
CANADIAN CO-OPERATIVE CREDIT SOCIETY 
SUBMITTED TO 


ROYAL COMMISSION ON BANKING AND FINANCE 


I. STRUCTURE AND HISTORY 
Background 
si The National Association of Canadian 
Credit Unions is the equivalent organization on a 
national basis of the provincial credit union league 
As has been shown to the Commission, in each 
province in which briefs were submitted the 
credit unions have created in one form or another 
(mainly by co-operative credit societies) 
instruments for extending credit union principles 
to organizations consisting of credit unions and/or 
co-operatives for the pooling of liquidity reserves 
and surpluses totassure the maximum use of credit 
union funds in the furtherance of their objects. 
2. Canadian Co-operative Credit Society 
Limited (hereinafter referred to as "CCCS") is the 
national instrument of provincial co-operative credi 
societies in a similar manner as NACCU is related to 
provincial credit union leagues. 
oe NACCU represents the organization of 
the credit unions as a popular democratic movement. 
CCCS is the national instrument which the credit 
unions have brought into ehh to serve their 
organizations in the use of their funds. 


H, Accordingly it appeared to NACCU and CCCS 


YTET0e Laas BVETARES0-00| (ATCA 


3 ia at —~ 


a YAOTELE GHA saurounTe 

ee | | i priors ont 
 mgibsasd to mofvetoos2A Istotdsll ont nee 2 

i + a 6 no mnotdssinsgio tasisviups eee et eeotae jhberd 


.gouasel solau trBsto Istontvorgq edt to atted Lenotdsa 
dose ai .mofeatmmod sit oc awode mead asd @A 

aad bedvimdua sisw ateisd dotdw nt eontvorg 

tonitors 10 miot eno at betsexo everd wactas bihext 
(gatistoog tifbero avidersqo-o9 yd yinatsm) 

eelqtoniagq soinu tibero antbnetxs rot sinonuttuat 

| o\ brs esotnu tibsxo to aunttatanoo ius tan tne os 
| gevieset viibinpil to satloog sAt tot aevidereqo-o9 
| dibero to sev muntxem end etuapsfos eseaulquue bas 
.atostdo tiers to sonstenddivt edt at what nofniu 
yJelool FrbstD evidsteqo-00 metbsnsd 8 

edt ef ("2050" es ot banretex od ten tered) betimid 
tibet. sevidsyeqo-oo tigi saiwoue -t6 Jnemurteat Lenotian 


ot bsdJsliex af UDDAM as senqasm ssliimte s at esttetooe 


.89uznBsel moimy sgibero Istontvoxq. 


=f to motdsstasgro edt admsaetger UD0AM mt 


_.daemsvom oftsroomeh telugog s as anotay tibero edd 
Jibeto edt dotdw teemurtemt Ismotisen edd at 2909 


risdd evree oF aated otat treavotd eved emotay 


| 2009 bas UNOAU oF bexrseaqe JE batiaticahongbend 


re 


= glen 7 a 
i? 


> ao 


See 
‘ ty oo aes ol; 


-@bnut ttendt to seu sd at eke eniee : 


ee eee ht @: 
oo ee ee ee x 
v o 7 # = x + > ® io _ 


=~, 


a 
a i 


- _— - 


@ © 


BB i 


; @eebeee 2 2 


Nethercut & Young 
Terente, Ontarie A.9 


appropriate that the following national brief should 
deal specifically with this ateawise olen 

Be This submission accordingly is made on 
behalf of the Canadian Co-operative Credit Society 
Limited. This Society is a federation of four 
provincial co-operative credit societies or centrals 
and also has, aS members, a number of co-operatives. 
The four provincial co-operative credit societies or 
centrals are in turn federations comprised, not only 
of credit umions, but also incorporated co-operatives 
in their provinces. These credit unions and their co- 
operative credit societies have already been described 
in provincial briefs. 

Characteristics 

6. The Canadian Co-operative Credit Society 
Limited, which is in the nature of a national credit 
union, came into existence in the following circum- 
stances, Although the objects, functions and benefits 
of credit umions have been outlined to the Commission 
in various provincial submissions, the real sig- 
nificance of CCCS and its member credit societies 
cannot be appreciated unless the characteristics of 
credit unions which distinguish them from all other 
financial institutions are briefly recalled. These 
include: the promotion of thrift among the members, 
the creation of a fund for loans to members, demo- 
cratic control by the users, distribution os surplus 
to users, or by the benefit of low rates, services 
limited to members, a common bond of association, 


emphasis on thé, education of the members in self 
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help in solving their credit problems. 

Membership 

Ke ane the experience and benefits gained 
from the operation of local credit unions, these 
credit unions were encouraged to form provincial 
federations which embrace not only credit unions but 
also other co-operative organizations of various types 
These federations are in the nature of provincial 
credit unions but their members are all corporate 
bodies. Originally it was intended that. seven pro- 
vincial co-operative credit societies should become 
members of CCCS when it was incorporated. Certain 
technical difficulties have been obstacles to co- 
operative societies being formed or associated with 
cCCS in Alberta, Nova Scotia and Prince Edward Island. 
However, the four which have formed the society on 
behalf of which this submission is made, are the B.C. 
Central Credit Union, Saskatchewan Co-operative Credit 
Society Limited, Co-operative Credit Society of Mani- 
toba Limited and Ontario Co-operative Credit Society, 
three of which the Commission will have learned are 

of considerable size. The Commission will have noted 
that in the briefs for Saskatchewan and Manitoba filed |b. 
their respective provincial leagues, reference is made 
and some statistics are given with respect to the co- 
operative credit societies in theseaerouinces- In 
British Columbia and Ontario separate briefs were 
filed on behalf.of the B.C. Central Credit Union 

and the Ontario Co-operative Credit Society. In 


Schedule 1 annexed hereto will be found supplemental 
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material so that an adequate picture of all four of 

these provincial co-operative credit societies may 

be obtained. 

8. CCCS is representative of this group of 

four provincial co-operative credit societies and it 

Will be recalled that in general it serves its credit 

union and co-operative members in the same manner 

that a credit union serves its individual members. 

9. In the case of credit unions and other 

co-operatives, it was found that by forming provincial 

co-operative credit societies or centrals they have 

been able to give greater service to their members. 

"Purpose of Incorporation 

LO; As experience and benefits were gained 

by provincial credit societies, they decided that 

they could better serve their faaSective member 

credit unions if they in turn formed a national co- 

operative credit society, thereby pooling surplus 

funds on a national basis and lending to provincial 

members as required. With this object in view an 

attempt was made to incorporate a national co-operativ 

credit society under existing federal legislation. 

At this stage the desirability of assuring the con- 

stitutional validity of the centrals was given con- 

sideration. The constitutional question had not 

undergone the test of judicial review, but as co- 

operative credit officials were naturally most anxious 

that the national development should be on a sound 

legal basis, they co-operated in the drafting of a 

bill which not only provided for the incorporation 


of cccs but also provided for the registration 
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thereunder of provincial co-operative credit 
societies. This bill later became the Co-operative 
Credit Associations Act (S.C. 1952-53, C.28). The 
Act gave to Wrovineial credit societies registered 
under it certain powers and imposed certain limita- 
tions and rendered them subject to supervision by 
the Superintendent of Insurance. Choice to register 


or not under the Act is voluntary. 
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II. LEGISLATION 
Statutory Provisions 
14 By a special Act of Parliament CCCS was 
incorporated on May 14th, 1953, pursuant to the pro- 
visions of the Co-operative Credit Associations Act. 
12% The Co-operative Credit Associations Act 
prescribed certain conditions for centrals electing 
to be registered thereunder. The four provincial 
credit societies already mentioned ultimately com- 
plied with the conditions. By virtue of Section 79 
they are deemed to be co-operative credit societies 
incorporated by special act of Parliament and are 
vested with the powers, privileges and immunities 
and are subject to the limitations, liabilities 
and provisions set forth in the Act. 


Section 4 provides that an association 


"not 


incorporated thereunder may also have as members 
more than ten co-operative corporations (not being co- 
operative credit societies) carrying on business in 
two or more provinces." Under this proviaion cccs 

has accepted as members the following co-operatives: 
Interprovincial Co-operatives Limited, Canadian Co- 
operative Implements Limited, Federated Co-operatives 
Limited, Saskatchewan Co-operative Wheat Producers 
Limited, Co-operative Life Insurance Company and Co- 
operative Fire and Casualty Company. The last two 
named co-operatives have recently become members. 

14. These co-operative associations have not 

to date found it necessary or convenient to use the 


services of CCCS to any appreciable extent. In any 
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event as later shown no substantial surplus of the 
funds of provincial co-operative credit societies have 
been deposited with the CCCS to date which would ex- 
ceed the requirements of the credit union organiza- 
tions themselves. 

ioe The Canadian Co-operative credit Society” 
has a nominal capital of one million dollars divided 
into ten thousand shares. Under its special act of 
incorporation it was required, before commencing 
business, to have two hundred and fifty thousand 
dollars bona fide subscribed and one hundred thousand 
dollars in a chartered bank in excess of its liabili- 
ties. By Section 7 of the provisions of the Co-operative 
Credit Associations Act were made applicable to the 
Society and it is that Act to which we must look for 
its powers and limitations. 

16. It is natural and significant that the 

main features of this legislation are very similar 

to those of the typical provincial credit union act as 
the purpose of the legislation is to enable eredit 
unions to extend the benefits of the pooling of their 
funds on a national basis and to further render to 
their members services which have been found to be in 
the public interest. 

Mis. At the same time it was necessary in 
drafting national legislation to have regard to 
established federal legislation dealing with commercia 
financial institutions which have a long history of 
sound administration under the Department of Insurance 


The adaptation of credit union principles and practices 
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in this manner in the Co-operative Credit Associations 
Act is reflected in the following features of that 
Act. 

18. The membership is limited by Section 4 (1) 
(a) co-operative credit societies incorporated by 
Special Act; (b) any co-operative credit society 
declared by Parliament to be eligible to become a 
member of an association; (c) not more than ten co- 
operative corporations (not being co-operative credit 
societies) jatenine Gk/oninede in two or more pro- 
vinces; and (d) yee than fifteen natura persons. 
The reason for permitting natural persons to aay 
members was to facilitate incorporation. 

19, The main objects are very similar to 

those of the credit unions or provincial co-operative 
credit societies. Section 8 provides that the objects 
and powers of the association are: (a) to receive 
money on deposit from its members upon such terms as 
to interest and time of repayment as may be agreed 
upon; 

(b) To lend money to its members upon such \Yerms as 
to interest, security, and time of repayment as may 
be agreed upon; 

(c) to borrow or raise money from its members or from 
am association of which it is a member or from 
chartered banks in Canada upon such terms as to 
interest, security and time of repayment as may be 
agreed upon; 


(ad) to deposit money in chartered banks in Canada or 


with an association of which it is a member; and 
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(e) to invest in bonds, debentures or other securities 
or guarantees: by the Government of Babeane and in 
other limited securities, including, but not to exceed 
ten per cent of paid up capital, negotiable securities}. 
aU. It should be noted that under Section 9 
no association has the power to make a loan upon the 
security of a mortgage on real property owned by the 
borrower. It should also be noted that sections 


43 to 49 provide definite limitation on loans and 


investments, limits on loans to members, limits on 


liabilities and that an associatidmais not permitted 
either directly or indirectly to deal with the buying 
or selling or bargaining of goods, wares or mer- 
chandise or engage in any trade or business. 

ae Control of the Society is through dele- 
gates, the typical method of democratic control used 
in credit unions by their members. This is set 


forth in bylaws. 


Loe The method of distributing earnings 
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180 be noted. Section 50 provides that 


hy, 


spdutaey 
after a percentage of earnings is set aside and 
interest paid on the paid up capital at a rate 
authorized by bylaw "such further portion of the 
remaining net earnings as the directors may deter- 
mine may be distributed as a dividend among the 
members of the association in such manner as may be 
provided in the bylaws". Article VII, Section l (c) 
provides as follows: "The remainder of the net 
earnings ‘or such portion thereof, if any, which the 


directors see fit to distribute shall be allocated, 
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credited or paid to the members of the association 

as a borrower dividend in proportion to the interest 
earned by the association from such members during 
such year, computed at a rate in relation to the 
interest paid to the association by the members with 
appropriate differences in the rate for aifferent 
classes of services, provided that patronage dividends 
so allocated and interest credited or paid to the 
members of the association may be placed to the 

credit of such member on share capital account until 
the unpaid balance of all shares held by such a 

member is fully paid up." 

25. Another feature of credit unions is the 
power to redeem shares. Section 26, ss(3) provides 
that an association may redeem any or all shares of 
its capital stock held by a member upon payment of 

an amount to be agreed upon by the association and the 
member not exceeding the actual value of such shares 


or the amount paid thereon, whichever is the lesser, 


— and subject to such conditions as may be set forth in 


phe. bylaws. Section 26, ss (5) also places a limit 


FS. Sa YUEN 


on redemptions. Section 55 provides for inspection 
by the Superintendent of Insurance and he may also 
require information regarding provincial credit 
societies that are members of the Society. 

a4, As copies of the Acts and bylaws are 
annexed hereto, as Schedules 2 and 3, it does not 
appear necessary to go into further detail of the 


legislation. 
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TII. LIQUIDITY AND SOUNDNESS 
25%. From the submissions of the provincial 
leagues and centrals the Commission will be cog- 
nizant of the fact that many credit unions maintain 
their liquidity reserves as well as seasonal surpluses 
in the co-operative credit societies. These seasonal 
surpluses arise by reason of the very wide variety of 
communities and types of economic groupings which cred t 
unions serve in each province with differing seasons 
of demands for loans and withdrawals. 
a6": In the same way the co-operative credit 
societies maintain liquidity reserves and have seasons 
in which they are in surplus funds. Im other seasons 
where the needs of credit unions may coincide the 
credit societies may require to borrow funds. AS 
will be observed from Schedule 4 annexed hereto, the 
surplus funds in the hands of the credit societies 
vary in amount and the periods of demand likewise 
show variations. 


a ror In the provinces the funds invested and 


deposited th the credit societies are 
(1) loaned to credit unions to meet their needs 
(2) loaned to other co-operative members, or 
(3) invested mostly in securities of or 
guaranteed by governments. 
Most of such loans are short term or repayable in 
short regular instalments and investments are short 
term, or readily marketable, to assure liquidity on 


the one hand, and to make sure the funds in the 


society will be made available to meet their primary 
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obligation to assist the credit unions in meeting 
the needs of their members in their local communities. 
28. The incorporation of CCCS was an attempt 
to extend this same principle to the national level.. 
For reasons hereinafter indicated this development 
has been delayed by a number of factors. It is, 
however, the intention and desire of NACCU and the 
credit societies to move forward now with the develop- 
ment as rapidly -as possible. 
29. A review of the briefs submitted by the 
provincial leagues and credit societies and the in- 
formation supplied to the Commission in answer to 
the questionnaire requested to be answered by your 
Pare staff, we submit demonstrates the sound- 
ness of this type of organization. The long history 
of operation of enue unions themselves with only 
minor aggregate losses through ‘bad debts, as well as 
the somewhat shorter history of the operation of 
credit societies with similar experience, speaks 
stronger than words in this respect. The eaten? 
guarantee reserves in the legislation in each province 
has proven to be more than adequate. 
304; With the multiplicity of credit unions across 
Canada, one would expect to find a few which from 
time to time run into trouble through unsound lending 
practices, poor management ,. or inadequate reserves. 
Bic The evidence shows that wherever such 
problems have Pere oe organized credit union move- 
ment has, particularly in recent years, devised ways 


and means by co-operative effort, not only to see 


that no members suffer des, but also wherever desir- 
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able to see that the credit union is either re- 
habilitated or its continued service to its members 
assured by absorption into another credit union. 
Satisfactory bonding provisions are universally required. 
Extensive educational and training programs have 

been designed to strengthen not only the weak but 

to assure sound leadership and management commen- 
surate with growth. 

ace The mutuality and. self discipline of the 
credit unions themselves in this respect has provided 
a solid foundation for the credit societies. In 
addition to. this, however, the credit societies 

have other factors contributing to their soundness 
which goes beyond the statutory and factual reserves 
which they maintain. As credit unions deal only 

with members and as shareholding is a predominant 
form of member equity in the English speaking section 
of the credit union movement, they have very few out- 
Side ordinary creditors. Accordingly the loans by 
credit societies to credit unions (whose borrowing 
powers are restricted by statute) are exceptionally 
secure. With respect to co-operative loans, where 
this secure position is not applicable, specific 
security is taken. 

33, One other factor of soundness in credit 
societies is the wide diversity of membership in 

each province, both as to local areas of operation 
and as to economic groupings. Amongst the four 


member credit societies of CCCS Be evidence dis- 
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Manitoba virtually all credit unions are actratieeene wet 
the credit societies in their respective provinces. 

In Ontario 476 credit unions out of approximately 1350 
belong to the Ontario Co-operative Credit seseeeee 
Other credit unions in that province use the services 
provided by the Ontario Credit Union League in: the 
nature of a central credit union. (There are some 

250 French speaking credit unions in Ontario in 

_ addition, which have their own association. 

! y The four credit societies, members of CCS 
(which include the largest credit societies) are sub- 
ject to regulation under the Co-operative Credit 
Associations Act and to the inspection of the Super- 
intendent of Insurance. As shown in several of the 
provincial briefs this supervision and inspection are 
carefully performed and administered. 


390 In addition to their sound operation, how- 


ever, credit societies must be concerned with tpety 
liquidity, as in large measure they are an important 
source of liquidity for the credit unions. Most 
provinces as shown by the evidence have statutory re- 
quirements with respect to liquidity. Even in those 
provinces where no statutory obligation requires 
liquidity reserves, credit unions have made provision 
for liquidity on the basis of local conditions (in 
Ontario, for instance, the brief of the Ontario Credit 
Union League shows the aggregate average to be 4.6 per 
cent of the total assets in cash in chartered banks an 
4.7 per cent invested in shares and deposits in Ontari 
Co-operative Credit Society and/or Ontario Credit Unio 


League). 
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36. Where statutory provision is made general- 
ly the liquidity reserve required is from 5 per cent 
cer 3 per cent on shares and from 20 per cent to 25 per 
cent on deposits. While shares and deposits 
are generally regarded as readily withdrawable in 
credit unions, in fact both legally and in practice 
shares tend to be regarded as longer term savings. 
Bae. As pointed out in the farst part of this 
submission, there are a number of facets to the 
liquidity of credit unions. These likewise apply 
to the liquidity of credit societies. Diversity 
and the short term basis of loans, and the fre- 
quency of repayment of loans, as well as marketable 
short term investments and borrowing power and 
large cash deposits with chartered banks place 
credit societies in a liquid position, which we 
submit is commensurate with the pesado uy of 
sonal However, an additional feature of the 
credit societies registered under the Co-operative 
Credit Associations Act is that if the liquidity 
reserve (20 per cent, at least 5 per cent in cash) 
48 not maintained, no new loans may be made until 


the reserve is replenished. 
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IV. PROPOSALS TO ACTIVATE CCCS 

Gio As the credit societies have proven to 

be a sound source of liquidity for credit unions, it 

is the belief of the members of NACCU and CCCS that 

a national co-operative credit society can plana 

satisfactory like role for the credit societies if 

developed in the manner hereinafter proposed. 

39. Annexed to this brief as Schedule 5 is a 

chart showing the modest operations of CCCS since 

its incorporation. It will be appreciated from 

this chart that the development of CCCS has not 

shown the usual pattern of growth of co-operative 

credit societies in the provinces or reflected the 

growth of credit unions generally. 

HO, There are at least three reasons for 

this: 
(a) In the first place this was a tein tyD 
of national financial organization, which al- 
though it was adapted to credit union principles 
in much of its structure, was patterned ee 
respect to federal legislation existing with a 
long history both of legislation and experience. 
It was placed under the very competent and care- 
ful supervision and direction of the Department 
of Insurance, whose experience and knowledge abo 
commercial financial institutions such as trust 
companies, insurance companies and loan companie 
is extensive. However, Federal understanding of 
the operation of credit unions at the time the 


CCCS was incorporated was limited because, 
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Poses ies 
me historically, these had been provincial 
institutions. 
He It has therefore been necessary to 
establish the confidence of the Federal authorities 
in this type of organization. Through the registra- 
tion of provincial credit societies and their super- 
vision by the Federal authorities, we believe in 
recent years they have gained a great deal of know- 
ledge as to the stability and soundness of the 
principles to appraise adequately the extension of 
those principles and practices to the activation of 
the somewhat dormant CCCS. 
42. (b) There were placed upon CCCS, for reasons 
indicated above some restrictions in the legislation 
which have proven major restraints on its success- 
ful operation as a national credit society. These 
have inhibited its usefulness as an instrument of 
the credit unions on a national level. Most prominent 
of these restrictions have been: 
(1) The failure of the legislation to per 
mit the investment of the whole or any portion 
of the liquidity reserve of the provincial 
credit societies in CCCS. The Commission will 
have noted that this is one of the major sources 
of funds of provincial credit societies which 
has accounted for their steady growth and service 
to the credit unions as they have grown. With- 
out this basic source of funds, CCCS as a 
depository of funds is limited to surplus funds 


of the member credit societies. While these 
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cu ™® surplus funds in provincial credit societies havle 
| rupe bh growing over the years since 1953 (when CCC 
was incorporated), they have not of themselves 
been sufficient to justify the full operation 

of that society. | 

(2) The provincial centrals have been 
able to borrow substantial sums from the 


chartered banks (and in the case of Ontario 


Co-operative Credit Society also from the 


Ny 


money market). Sometimes they ‘Rive an 
assignment of book accounts as security. 
However, they are restricted Peon borrowing 
from CCCS more than 10 per cent of its paid up 
capital and total money on deposit plus bonds 
pledged and investments by ana borrower in 
the society. (Sec. 46). This consequently 
has restricted its usefulness to provincial | 
credit societies. 

(c) Because of the need for time to estab- 

lish confidence with the Department of Insurance 

to which the Minis ten of renahes properly looks 

for advice in these matters, and the legislative 

restrictions upon the useful operation of CCCS as 

a national instrument for the benefit of provincial 

credit societies, they have been reluctant to 

struggle to make the CCCS function within these 

limitations. 

46, The provincial speeren credit unions. 

and NACCU (representing the credit unions iB Canada 


as the ultimate beneficiary of such a national 
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institution) are determined to make CCS an effective 
instrument in the credit union movement. No doubt 
the Superintendent of Insurance and Parliament will 
look for guidance from this Commission as to legis- 
lative measures which will assist the large section 
of the population which credit unions serve, to 
facilitate this end. 
NZ. To demonstrate their intention to 
forge forward to this end, the three large provincial 
centrals being members of CCCS have recently agreed 
to add to their share capital in CCCS a sufficient 
sum to bring the paid up capital to approximately 
$500,000.00. To the limited extent permitted present- 
ly by the Act, they will use this fund for loaning to 
their members, the balance they will invest in 
authorized securities. From this they expect to be 
able to establish an income which will enable more 
active functioning of CCCS on an economic basis and 
be able to provide some return by way of dividend to 
the credit societies. 
48. - At the same time they are determined now 
to move forward to press for amendments to the Act 
which will give clearer recognition to the experience 
and manner of operation of the credit union principles 


and practices extended to the national level. 


" eA Sovtieed 
helen 
4 evitoottis. ns 209 exten of pentmredeb. ers. (nontustveat 


a eatee : = a 


a La tduob of “.dremevem nolay 2kbero ent at doomuttent 
Cliw ‘geass bas SonsIveNL Io Jnesbnetnivequa edt 
| -gtgefl oc es noteatmmod atnd saneeit sonebiug 1ot Nool 
nottose sagrel edt tataes [[tw cdotdw eesiesem ovidsl 

od .evree anotayu tibero doftdw mofisiugqogq ent to 

.bn9 ebdt ededtitost 

ot motimetnt wtedd sssitanomeh of ys 
[stonivorq eagrsl serdd sdt .bae aftdt.od brswrol esto 
beetas yidnsoer eved 2009 to atedmem gated elaeriness 
tnetoftive s 2000 at Isdiqso etsde tledd od. bbs od 
yletamixorggs od Istigqso qu birsq sdt gninvd: od mua 
-dnsaerg beddimmreq taedxe bedimil edd, oT .00,.000 0028 
ot gntnsol sot beaut aids sau [ftw vedd. .dof end vd vi 
ni taevat Iltw yedd eonsisd edd .aredmem thedd 

ed ot tosgxe yond atdd mort .eetdiavoea bextirodidus 
exon eldsme [itw doldw smoot os datidgtas os sids 


bas etesd olfmortoos ms no 8900 to antmotdonvt evitos 


ot brebivib to ysw yd mavudet emog ebivorq ot elds ed 


.eettetooe. tibeto. ent 

won bentmredeh exs yet emid mee orld JA yy OH 
JoA edd ot ednembaesms rol eesiq ot brswrot evom. og 
aonsineqxs od od notiinzoos: terselo evin Ifliw dotdw 
eelqtontirgq motmy Jibsro edd Io mottsiregqo to temanam a 


-fevel I[snotisna ort of bebmetdxe assottosiq bas 


’ 
4 
_ 
- 
) 
vw 
:. 
‘ 


at 


jes 


et 


ee fie a 


Nethercut & Young 


A.27 
Terente, Ontario 
V. RECOMMENDED AMENDMENTS TO ACT 
49, The provincial credit societies and 


NACCU, as well as the officers of CCCS see the 

following to be necessary amendments to the Act’ 

They stnctioes these to be warranted by the factual 

material relating to credit union and credit society 

operations placed before this Commission. Inasmuch 

as this Commission is charged with examining into 

and making recommendations not only with respect to 

the Bank Act, but also other federal legislation, 

we strongly urge that it should in ibs. ee re- 

commend a lessening of the restrictions placed upon 

cccS in the Co-operative Credit Assothktitons Act in 

the following respects (these proposals have recently 

been submitted to the Federal Minister of Finance): 

DOw (1) At present a provincial nbunataweabrateit 
society is not deemed to be an association in- 
corporated by special Act and eligible to become 
a member of CCCS until it is so declared by 
Parliament (Sec. 79 (1) (b). It is submitted 
that a declaration by Order-in-Council should be 
sufficient as under Section 79 (2) the Treasury 
Board may also approve. The present requirement 
involves great expense and delay on the part of 
a prospective member. (Sec. 82 would also requir 


to be amended). 


51. (2) By Section 8 (1) Ce) an association ir 
cluding CCCS can borrow only from chartered banks 
and an association of which it is a member. Tht 


section’ should be amended to permit borrowing 
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from other sources. 

The Canadian desoveratimergredtt Society 
should be free to participate in open market 
operations for financing in the same manner and 
to the same extent as other institutions without 
being restricted to dealing with the chartered 
banks. If this market ts responsive to changes 
in monetary policy the influence of that policy 
on CCCS will be as effective as if CCCS were 
restricted to borrowing from the chartered banks 
It should be appreciated that in order to carry 
out clearing provincial co-operative credit 
societies and/or CCCS would stiil have to main- 
sain substantial sums on depesit with the 
chartered banks. 

{3} The limitation of the power of an 
association (CCCS) to make a loan upon the 
security of a mortgage on real property should 
be removed or modified. (Sec. 9 (a) ). 

In many instances, particularly with 
respect to co-operative loans, the borrowing 
member is possessed of real property. There 
would appear to be mo good reason why that pro- 
perty should not be taken as security. 


At present under Sec. 45 (a) an 


association (CCCS and provincial co-operative 
credit societies) may not make loans to a 
member or invest in government, municipal or 
School securities if the aggregate of its 
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market value of its government, municipal 
and school securities (excluding any pledged) 


is less than 20 per cent of the total 


rE Rof money on deposit with the 
association. It is recommended that this 
section be amended to permit provincial 
societies to deposit three-fourths of their 
reserve requirements in CCCS (i.e.) 15 per 
cent of total deposits. The present pro- 
vision prevents accoS from effectively carrying 
out its objects. 

56. The successful operation of provincial 
co-operative credit societies has been demonstrated 
to be in part due to the fact that the credit 
union members of those societies are able to 
deposit with them not only surplus funds from 
time to time but their reserves. Le tie ub 
mitted that the successful operation of the 
Canadian Co-operative Credit Society is de- 
pendent upon the provincial co-operative credit 
societies being likewise permitted to deposit 
a substantial portion of their liquidity reserves 


in the Canadian Co-operative Credit Society. 


With respect to clearing facilities ange: 
immediate liquidity purposes, it may be desir- 
able for provincial co-operative credit societies 
to keep certain funds in cash or on deposit with 
the chartered banks. The proposal is that three- 


fourths of their reserve requirements might be 


deposited in the Canadian Co-operative Credit 


to 
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Society instead of being invested in govern- 
mental securities. Only reserves and surplus 
funds would be affected but this proposal 
would centralize the investments of the credit 
unions through centrals and CCCS and thus add 
to the mobility of credit umion reserves and 
surplus. This mobility would permit greater 
response to the influence of monetary poliey. 

OT. (5) By Sec. 46 an association (CCCS or a 
provincial credit society) shall not lend to 
or invest in the securities of a member if 
total loans to the member, less market value of 
securities pledged as security therefor, plus 
amounts invested by the association in securitie 
of the member, exceeds 10 per cent of paid up 
capital plus deposits. It is recommended that the 
10 per cent limit’ Sbould be raised with respect 
to loans by CCCS to provincial credit societies 
to 20 per cent and if the loan is adequately 
secured by the pledge of bonds, securities or an 
assignment of accounts receivable, the. limit sho 1a 
be removed. 

58, The provincial co-operative credit 
societies which are members of CCCS, presently 
have lines of credit with the chartered banks 
and an ability to borrow far exceeding the 
limitation of the Co-operative Credit Associa- 
tions Act on borrowing from CCCS. It is sub- 
mitted that it would be sound to permit them to 


borrow at least 20 per cent from CCCS without 
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security and further sums if adequately secured. 
This would make CGCS an effective instrument for 
use by the provineial co-operative credit 
societies, and again, add to the mobility of 
reserve and surplus funds in the credit union 
movement. 

59. The provincial co-operative credit 
societies have now demonstrated in their opera- 
tion, since the enactment of the Co-operative 
Credit Associations Act, the soundness of their 
respective positions. The development of 
credit unions in the respective provinces of 
Canada has in part been facilitated by the 
frequent adaptation by amendment and revision 
of the provincial statutes to meet changing 
conditions as credit unions have grown, in a 
manner related to their unique nature and 
philosophy of mutual aid. It is submitted that 
no amendments having teen made since the Act 
was passed, the time has now come when federal 
legislation dealing with the Canadian Co-operati et 
Credit Society should be more specifically 
adapted to credit union principles and sound 
practices conducive to their development. 

60. (6) Over and above the liquidity reserve 
of CCCS and registered co-operative credit 
societies, the statute should be amended to 
permit the societies to buy short-term notes 
or securities of established co-operatives and 


other corporate bodies meeting approved standards 
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and municipal short-term issues for a period 

or 180 days or less, and longer term notes 

of chartered banks and deposits in or guaranteed 
investment certificates of trust companies 


meeting approved standards. 
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yae THE ROLE OF CCCS IN NATIONAL INTEREST 
lig In further support of these recommenda- 
tions to the Commission, we would ask it to consider 
the role which CCCS might play in the national 

scene in the following respects: 

62. (a) There has been substantial growth in the 
development of provincial local credit unions 
in Canada in the last 20 years (and even prior 
to that amongst the caisses populaires in 
Quebec). Excluding the caisses populaires, 
they now have in membership over 1,000,000 - 
members and are guardians of their savings 
to an extent exceeding one-half billion 
dollars. 

63% Provincial co-operative credit societies 
in a number of provinces have shown them- 
selves as instruments created by the credit 
unions, to have added to their growth, stabili- 
ty and soundness. They have demonstrated 
their value in a multitude of local communities 
in Deca alia thrift amongst persons of 
moderate means, and in pioneering and con- 
tinuing to meet the needs of this group of 
people, who often are unable to take effective 
advantage of savings and loan facilities pro- 
vided by other lending institutions and by 
making loans for provident and productive pur- 
poses -- often purposes which the Government 
has sought to encourage other institutions tO 


undertake by the offer of guarantees. The 
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eredit union people have shown unusual in- 
genuity in developing instruments of self 
help on the basis of mutuality. 

64. The development of CCCS. is another il- 
Lustration, of .this ee and. could if. pros; 
perly constituted to serve their needs, add to 
the development on a sound basis, of the credit 
unions throughout the English speaking section 
of Canada. 

65. (bo) A strong national credit society would 
ada to the liquidity of the provincial centrals. 

t would not.only add diversity, but. having 
regard to the long history of voluntary co- 
operation amongst credit unions would add 
security. Just as the provincial centrals 
have now developed into a position that by 
moral persuasion they are beginning to be 
able to encourage the credit unions to keep 
watch on sound practices, management, and 
operations, it should be expected that a 
strong national organization would ultimately 
become a useful and forceful instrument to 
encourage some measure of national uniformity 
in this respect on a voluntary basis. 

66. (c) Negotiations with the Canadian Bankers ' 
Association are carried on. by cocs on behalf 
of the provincial credit societies with respect 
to clearing privileges. A strong CCCS could 
facilitate the functioning of clearing arrange- 


ments and place the credit societies in a 
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postion through CCCS to work cut more equit- 
able arrangements for the: handling of items, of 
the credit untens by the banks and viceiversa. 
Gr. (a) Credit union members are usually persons 
of modest income.’ Particularly: in rural areas 


” 


hexis a primary producer -- a farmer or fisherman. 


Tn’ the cities: working class» people: and lower 


= 


2 


income white colhar workers predominate in the 
membership. Such persons do mot have the time 
or the: knowledge to participate in the sophisti- 


cated world of the financial market. ‘They are 


Goverament bonds. They are susceptible in 
borrowing money to the practices of those who 
fail to-declare their true interest rates and 


changes. 
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The local credit unions; of which there are 


approximately 3000 in Canada, are eperated demo- 
eratically ‘by these members and are mainly con- 
cerned with meeting the needs of these members 
for socially desirable ends at the lowest 
possible costs. As has been shown these eredit 
unions develop surplus funds both from the main- 
tenance of necessary liquidity reserves and of 
aoseasonal mature. These, in the main, they do 
not themselves invest, but deposit with pro- 
vincial credit societies Generally these 
gocieties do have their own liquidity preserves 
and seasonal surpluses to invest. To some ex- 


tent they are involved in the capital market, 
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68. 


69. 


oo 


but usually in a limited way by the purchase of 
Government bonds and to some degree by loans 

to or investment in the securities of other 
eo-coperative institutions. The evidence shows 
these credit societies to be more sensitive to 
changes in interest rates because they operate 
on a narrow margin of income vis-a-vis expense. 


However, these credit societies are 


wholly provincial institutions (except as to the 
four members of CCCS which are deemed to be in- 
corporated by Act of Parliament:).. They are in- 
fluenced to some extent by monetary policy as 
reflected in the capital market but mainly by th 
indirect influence of the chartered banks, upon 
whom they are mainly dependent for borrowing. I} 
additional respceasiveness is considered necessar, 
1t could be effected through regulation and con- 
trol through registration under the Co-operative 
Credit Associations Aot. 

It is submitted, however, that a strong 
CCCS in which the liquidity reserves as well as 
surplus fupas of the provincial credit societies 
were Geposited would be much simpler and more 
sensitive instruments arough nitioth be effect 
national famancdad and monetary policy. If 
CCCS developed as a depository Of liquidity 
: Ses for the major provincial 
centrals it would have substantially all of 
these reserves and surpluses of the English 


speaking credit umions available for use im the 
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capital market. It too would have to operate 
on a very narrow margin Se vis-a-vis. ex- 
pense and could be expected to be sensitive to 
rate changes in the capital market as well as to 
monetary policy expressed to it either through 
the chartered banks or the Bank of Canada. 

fen (e) CCCS agrees with the position of NACCU 
that there is no present need for federal regula 
tion and control of provincially incorporated 
credit unions and co-operative credit societies. 
However, if it were deemed necessary in the 
national interest CCCS could become the instrume t 
whereby the Federal Government could: 
(1) receive more adequate current information 
as to savings, loans ane imvestments of orggit 
unions in so far as such is necessary in the 
formulation of financial and monetary policy; 
(2) convey to the credit unions national and 
monetary policies. (It is suggested these 
could be conveyed om a voluntary moral suasion 
basis. However, if co-operation was not forth- 
coming, broad regulatory power rests in the 
Treasury Board under Section 19 (5) of the 
Co-operative Credit Associations Act which 
could be used to effect national policy.) 
{3) AL Mire ae such degree of sch aambal. super- 
vision and control as may be deemed necessary 
in the national interest. (It shoudd be borne 
in mind that the credit unions as established 


by the evidence, have shown a very high degree 
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of voluntary association and co-operation and 
have knit themselves together with economic 
ties through leagues and co-operative credit 
societies which reasonably would assure co- 
operation with any necessary federal regula- 
tion, supervision or control. It would be a 


very expensive if not impossible task for the 


federal government to deal withSappHox imately 


3000 separate units in the English speaking 
community extending across the whole nation.) 


eset tie ncaa > AATEC SESSESS 


(4) reasonably assure that necessary federal 


direction (or if necessary regulation and 


control) would not impede the proper deve lop- 


ment of credit unions as local autonomous 


provincial bodies of the modest income segment 
of the community which they serve. 
The apparent limitations of CGCa: ful- 


filling such a role are not serious Bx 


is permitted to develcp in the manner indicated. 
As indicated above the credit unions, the 
credit societies and CCCS are determined to 
bring this Society into immediate practical 
operation (a) by substantial investment in 
additional share capital, and (b) by seeking 
amendments to the limitations in legislation 
which have discouraged its development, (c) 
by actively pursuing the deve lopment of centrals 
in other provinces and encouraging them to be- 
come members of CCCS. 


cCCS now represents the major credit 
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74. 


societies in the credit union movement in 
Canada (except the swipdencpopulaives of 
Quebec) and may be expected to represent the 
English speaking credit societies in other 
provinces as they significantly develop. 

This would mean that by a combination 
of legislative action and voluntary co-operation 
the Federal Government could establish a basis 
for informal supervision of essentially pro- 
vincial institutions and the foundation, were 
it subsequently required, for such proper con- 
trol and direction as in the future might prove 


necessary or advisable in the national interest. 
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VII. CLEARING HOUSE ARRANGEMENTS 
T3 The clearing arrangements which the credit 
unions have with the chartered banks were arranged 
with the Canadian Bankers' Association to facilitate 
the clearing of bank cheques and Government orders 
received by the credit unions and of orders drawn 
against credit unions with "chequing" privileges and/or . 
co-operative credit societies. The terms of the 
arrangements with the Canadian Bankers! Association 
for clearing are described in briefs or exhibits 
filed with the Commission by several provincial co- 
operative credit societies, and for convenience one 
copy is reproduced and annexed hereto as Schedule 6. 
76. We would hope that the Commission would 
investigate the matter and have its researchers 
examine closely the operation of the present clearing 
facilities and that as a result the Commission might 
(a) Express a view as to the equity of the 
present situation; 
(b) Recommend machinery for the assurance of 
equality in the provision of those services; 
(c) Consider the possibility of establishing 
local clearing houses in conjunction with the 
regional offices of the Bank of Canada if clearing 
could be more effectively and equitably carried 
on in that way; or 
(4) Recommend that the Inspector General of 
Banks or some other impartial official should 
establish reasonable rates for charges for 


clearing from time to time based on the true 
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cost of performing those functions. 
T¥4 In the absence of any certain knowledge 
of comparable costs involved in the operation of 
clearing facilities we are unable to make any 
statement sor fact regarding the appropriateness of 
existing shafeet or to make any specific recommenda- 
tions. 
73. We would, however, suggest that there are 
other possible arrangements which may merit considera- 
tion and particularly the possibility of our dealing 
directly with the clearing house or even of having 
regional central clearing in the aegis of the 
regional offices of the Bank of Canada. It is also 
possible that the office of the Inspector General 
of Banks or some other impartial official could 
establish from time to time reasonable rates for 
clearing based on the cost of performing this 


service. 


<A ~~ 
eat 


one nissre-ys To: doneeds sift aT ree is 


(No MOtssreqo sid mt bevloval eteoo elderaqnoo te ik 


4 : 
“ perersay exem ot eldsny ets ow estdtiibost gntrselo a ba 


a eaonetsixgqorags eld Wittihae tosl E laheaiaaiel 
~ redid ott SsttLoeqa yas exsm ot to Baegredo anitvetxse 
.) ie eh sey bers ec Pas t hgrz .anotd 


ers stendd Jedd geengque .vevewod .bluow sW 10587 


. ‘Mar : 


| cveRbiune Geeks yam Aotdw etremegnerts sldteazog ento 
agnitisss «vo to yiilidteeog edt yviusivotsisqd bas wots 
gnived lo neve to sevod anrtiselo edt Adtw yitoertb 

ent Io siges ent at antiselo [erties [sno flyer 

oals ef II wsbsasd to Nea eld TO aeoltto® [enotget 

; | Lexened rotosqant aig to soltto edd tedt eldtarog 
ae binos £etstTie Istdrsqmt TendTo sinoe «oO enasd to 
‘bie tot notet ofdsnoassy emtt ot amid mort detidstes 
atdd sntmrotieq to geoo edt mo beasd antrselo 


.sofviss 


Nethercut & Young 


Terento, Ontarie 
VIL. SUMMARY 
V9 3 ! CCCS therefore respectfully requests the 
Commission 
(a) To recognize the potential role of CCCS 
as a unique instrument for the sound develop- 
ment of credit umions in Canada, and as an 
instrument by which éredit unions (locals and 
centrals) become more responsive to national 
financial and monetary policies. 
(b) To recommend the enactment of suitable 
amendments to the Co-operative Credit Associa- 
tions Act to permit the development of CCCS as 


a strong national credit union in line with the 


specific recommendations referred to *aBey 

(c) To recommend an appropriate arrangement 
for the clearing of items among the chartered 
banks, the credit unions and other institutions 


issuing orders of a similar nature to cheques. 
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CO0BarSeh .6 
CLEARING PRIVILEGES 


CREDIT UNIONS (INCLUDING CAISSES POPULATRES 
OUTSIDE THE PROVINCE OF QUEBEC ) 


CENTRALIZED CLEARING PLAN 


L's Arrangements may ig made between a member 
union and the Central for the clearing of orders and 
cheques through ih Central in accordance with this 
Schedule (herein called tone ieaceel sed clearing plan!). 
eo This schedule applies to credit unions, 
imeluding central credit unions, in any province ait 
to caisses populaires outside the Province of Quebec, 
that permit the issuance of orders on them by their 
members and are ina ceneatubeat clearing plan. If a 
credit union has not joined a centralized. clearing 
plan Schedule "A" applies. | 
ou (a). Inothis Schedule, the term "credit union" 
means any organization referred to in 2 above, 
"Central" means a central credit iat ou "member 
union" means a credit union affiliated with the 
Central, "branch" means within the local clearin 
area, and "outside points" means places outside the 
local clearing area. 
(b) "Order" means an order drawn on a credit 
union. Orders are not cheques as defined in the 
Bills of Exchange Act. | 
(c) “Clearing privilege" means the privilege of 
having orders drawn on a éredit cei te by its 


members and cheques negotiated by a credit union 
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for its members cleared through the clearing 
facilities provided by eneidoa West 
Orders on Credit Unions 
4, A clearing privilege for orders shall not. 
be granted without the approval of the General 
Manager of each bank concerned and may be granted only 
on the terms and conditions stipulated in this Schedul 
a (a) Orders drawn on credit unions shall bear 
the following marking at the right end of ,the 


x Wa. 
order in the space 


wove the amount: 


(Name of 
city) 


indicating the clearing point at which settlement will 
be made for orders negotiated by the banks, but orders 
shall not bear the mame of a pamit! Settlement for 
orders will be eae by ome Central at the Bank of 
Canada settlement point indicated below (herein 

called "the clearing point"): 


Orders on Credit Unions in Clearing Point 


British Columbia ........eee- Sake hee Varacouver 
ALDErGaA 204s aig dk whei ald: Bie; «Mace WERE RES Swann CAoLgary 
Saskatchewan ..cceeessoes rat gi se plas Regina 
Mamitoba .....6. BO ae re re a wee ore a Winnipeg 
Ouveria oie ey aw esis vee Mice asa POLO ME G 

New Brunswick ....--ceec. shia iain piers, wees Salat John 
Nova Scotia Ae EPrerrart rorte re ei Halifax 

6. The Central will conduct with the main branch 


of each bank at the clearing point a current account 


to which the orders will be charged. Orders negotiate 
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by banks will be sent to the clearing point. 
Exception -- At points other than clearing point 
orders negotiated locally drawn on a local 
credit union will be cleared through the local 
bank with which Ke conducts an account or with 
which the Central conducts an account, to 
which the orders will be charged. 

ie The credit union will pay a clearing fee 

of 5 cents for each order charged to its account 

with a bank. The clearing fee will be collected = 

by the bank charging the orders to the account. 

8, Banks will not grant a par crossing 

privilege for orders or recognize the par crossings 

on orders crossed negotiable it CRORE charge at the 

office of a credit union. 


eth is 


Qg, The credit union willis 


Wave orders on it 

printed at its expense on its own paper (not the 

bank's safety paper). 

Dishonoured Orders 

re: (a) On each banking day the Central or member 
union will take delivery aid the bank of orders 
charged to its account. The Central will forwar 
the orders without delay to the member unions 
on which they are drawn. The latter will return 
to the central on day of receipt any orders which 
are unpaid. The Central will return the unpaid 
orders to the clearing bank mot later than 12 
noon of the business day following thet daly of 
receipt of the unpaid orders by it. 


(bo) Orders on.a member il cleared to it will 
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Terente, Ontario 
be considered as paid unless returned to the 
bank by 2330 p.m. on day of receipt by the 
member union. 

Vs (a) The Central or member union will pay the 
bank a charge of 25 cents with respect to each 
order which is returned "N.S.F." 

(bo) Each "N.S.F." order shall be stamped as 
follows by the branch to which it is returned 


by the Central or member union: 


AN. 
Pursuant to cleartimg rules this item may 


not be cleared again unless certified. 

Cheques and Other Item Clearable through Banks 
12. Cheques on banks, government cheques, 
government and other bonds and coupons and other 
items clearable through a bank which are negotiated by 
member unions will not be deposited in local branches. 
Such items will be sent to the Central and deposited 
in the main branches of the banks. Wherever possible, 
the Central will deposit in the main branch of each 
bank all cheques on branches of that bank. 

Exception -- At points other than clearing points, 

cheques negotiated locally drawn A accounts 

at local banks and grain or creamery tickets 

may be deposited in the local branch with 

which the credit union or Central conducts 

an acdouttee 
i ee For the clearing of cheques and other 


items deposited by the Central the following rates 


shall apply: 
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(a) Cheques issued by the Government of Canada 
or the province in which the branch is 
hoeated Oo. She. O&K. . O07. PUPPoOR: No Charge. 

(b) Cheques drawn on accounts at the branch 
where they are deposited ....No Charge. 

(c) Grain and creamery tickets ..No Charge. 

(a) Local clearing items (cheques drawn on 
or payable at other local branches or 
banks, including cheques on outside 
points crossed negotiable without 
Charge nlocad lly) i. ocapave. Ge ...23¢ each 

after allowing 4 free items 

for each $50 of minimum monthly 
credit balance in the current 
account. 

(e) Cheques on outside points: 

Up to $5,000 each i..... 5¢ each plus 

1/10% on daily total. 

Over $5,000 each nd. the. 416%, amma: 
$5 om each item. 

(ijierCoupors make. gos de anys errors Regular 

rates, viz: 

Up oot. $2,000 for: each. error. 4 1%, min. 
$.25 - for coupons of each 
issuer or debtor. 

Overns$2,000ween. bi e. Bank. of 1/8%, min. 
$5.00 - for coupons of each 
issuer or debtor. 


Ce: Romder. Cannadacs.ss . 5% ee ee! Regular Rates 
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14. (a) Cheques and other items shall be sorted 
and listed by the Central in the manner most 
convenient to the bank Po eee of clearing. 
(b) Government of Canada cheques shall be 
endorsed by the Central with a suitable rubber 
stamp showing the date and the endorsement ef 
both the Central and the clearing bank. Govern- 
ment of Canada coupons shall be cancelled 
and redeemed Canada Savings Bonds endorsed 
as required by the Bank of Canada. 
(c) The Central shall prepare Government of 
Canada cheques, coupons and bonds for clearing 
as required by the Bank of Canada in the same 
manner as required of bank branches, 1.¢€., card 
cheques, coupons and redeemed Canada Savings 
Bonds shall be sorted, listed and enclosed 
in the appropriate envelopes. The envelopes 
shall be sealed and shall show on the outside 
the name of the Central and the total amount 
of the items enclosed. The Central shall 
Tlehtelce to make good any errors reported 
by the Bank of Canada and shall pay the clearing 
bank a fee of $1.00 for each error to cover 
the cost of adjusting. It shall also undertake 
to reimburse the clearing bank for any items 
lost in transit between the Bank of Canada 
local agency and the Bank of Canada, Ottawa, for 
which the clearing bank is required to reimburse 


the Bank of Canada. 
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Accounts of Centrals --Service Charges 
Lbs No service charges will be applied to 


current accounts of a Central at nate branches at a 
clearing point. ( 
Accounts of Member Unions -. Service Charges 
16; | For the clearing of the following items 
deposited by a member union the following rates 
shall apply: 
(a) Cheques drawn on accounts at Oe sees 
where they are deposited .......No charge. 
(ob) Grain and creamery tickets .....No Charge. 
(c) Coupons: and bonds of a local issuer or 
debtor, payable at the branch where 
they are deposited ............No Charge. 
(da) Local clearing items (cheques drawn on 


accounts: at other local branches or 


pawks sated ‘wer -¢) GOO ress 24¢ each as 
calculated in 
17 below. — 
shan Current accounts of member unions shall 


in every case be subject to service charges of 10¢ 
per entry (debit or credit) after allowing one free 
entry for each $50 of minimum monthly balance. A 
record of the number of the folllowing items will 
be kept by the panier) 

Orders charged to the account (whether, 

posted separately or listed and charged 

in a total ) 

Local clearing items deposited (see 16 (d) 

above) and each four of these items will be counted 


as one entry for purposes of applying service charges. 
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Terento, Ontario 
(The effect of the foregoing is a charge of 10¢ per 
entry, 23¢ per order and ou iror each local clearing 
item, after allowing one free entry or four free 
orders or four free local clearing items for deer 
$50 of minimum monthly balance). 
ike ¥ Where a member union makes deposits in 
an account in the name of the Central, the account 
will be subject to the rates in 16 and 17 above. 
Supplying of Cash 
SUPPLYING OF CASH - AMENDMENT TO SECTION 19 SCHEDULE B 
19. (a) Money parcels will not be prepared and 
despatched bo a credit union on instructions of a 
Central. Currency and coin will only be supplied 
ive) credit unions at the branches where their accounts 
are carried and against cheques di. tite accounts. 
The following charges will apply: 
Currency - 25¢ per $1,000) 
| plus cost of transportation 
Coin - 50¢ per 100) and insurance 
Exceptions - 
(1) There will be no charge for supplying 
currency or coin up to a total of $5,000 
currency and $500 coin in any one month. 
(2) There will Ne no transportation and 
insurance gharge on currency or coin supplied 
which otherwise would have to be shipped to an 
outside point as surplus to branch requirements. 
(3) At Bank of Canada agency points, the main 
office of the bank will not make a charge for 


supplying currency of coin but wherever possible 
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the Central will arrange for a money transport 
company to take delivery at the Bank of Canada 
agency upon the order of the bank and will 
furnish the bank with suitable indemnification 
against errors. 

Transfer of Funds 

20 (a) Subject to (b) and (c) below, transfers 
of funds between accounts of credit unions 
Will be effected by means of mail or telegraphic 
transfer or by deposit of a cheque or transfer 
form drawn on a bank (not by deposit of an order 
or transfer form drawn on a Central or member 
union). 
(bo) Transfers of funds between accounts with 
banks at the same point will be effected by 
deposit of a cheque or transfer form certified 
by the drawee bank. 
on Transfers of funds from the account of 
one Central to the account of another Central 
will be effected ae means of mail or telegraphic 
transfer. 
(d) Mail or telegraphic transfers will be 


subject to the following rates: 
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Terente, Ontaria 
(e) Transfers of funds by deposit of a cheque 
or tramsfer form drawn on a bank (whether 


crossed negotiable without charge or not) will 


be subject to the rates for cheques deposited. 


Exceptions 
ls Far Northern Points -- The special rates 
on transactions with far northern branches shall 


apply in all cases. 
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